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| features...all FREE to you! 
| You may like our Postage-Free 
Save-By-Mail, our Stock Dividend 

Savings Service, or any of the 
| others. They’re all explained in 
| Free Booklet CP-4. 

You save TWICE at NINTH 
| FEDERAL because your savings 
| also earn regular dividends. 

Funds received by the 10th of 
| the month earn dividends from 
| 
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the Ist. MORE 
GOOD 
% NEWS! 
PerYeor The Board of 
Directors has 
declared an increased dividend, 
| from 234% to 3% per year, 
beginning July 1, 1956. 
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AN ADIRONDACK VIEW 








When the Crows Come Back to the 
mountains from their winter home with 
the Binghamton Chapter; when the chicka- 
dees start saying “pee-a-wee” ; and when the 
state income tax reductions—for last year— 
become law; then we know that Spring js 
just around the corner. 

But Spring is a glorious thing. We like 
it. What gripes us is that when these 
things happen, the most monstrous tax 
day of all the year is right in our face— 
April 15th. It should be a New York State 
holiday—and always be on Monday! 

We predict—that extensions for state 
returns will increase this year by—plenty, 

We hope—that someday the state with 
the largest number of CPA’s will make all 
its income tax laws effective ahead instead 
of behind. 





LEONARD HouGHtTon 


“Adirondack Chapter 
Saranac Lake Branch” 
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Cost Accounting (Pace Accounting Series, 
Vol. IV) 


3y Homer St. Clair Pace and Edward J. 
Koestler. PAcE & Pace, New York, N. Y, 
1956. Pages: viii-+ 516; $7.00. 


This volume is one of a group of corre- 
lated text units constituting the Pace Ac- 
counting Series. According to the Preface, 
these texts have been in continuous use for 
instructional purposes over a period of fifty 
years. The subject text represents the latest 
revision of the cost accounting material by 
the co-author, Edward J. Koestler. 

Inspection of the Table of Contents dis- 
closes a slightly different pattern of presenta- 
tion than that found in other cost accounting 
texts in that the subjects of material labor 
and overhead appear in sections V and VI, 
thus following process and job production 
accounting rather than preceding them. 

Sections I and II deal with basic principles, 
departmentalization and process costing. Dis- 
cussion of process costing, of course, results 
in the introduction of the elements of ma- 
terial, labor, and overhead. In section III, 
the application of overhead is discussed in 
terms of “Predetermined Overhead Rates 
“Capacity”, and Variances. The section con- 
tinues with accounting for scrap, material 
losses, and spoilage and ends with joint and 
by-product accounting. 


(Continued on page 206) 
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loss adjustment 


The adjuster knows that figures in an 
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(Continued from page 204) 


Section IV discusses job production a. 
counting and control and emphasizes the im. 
portance of material controls through requ 
sition forms, shop tags and delivery tickets 
Section V covers the factory ledger but js 
devoted primarily to material control pro. 
cedures for stores handling and purchasing 
and receiving procedures. The last part oj 
this section is devoted to “Bases for Pricing 
Materials Used.” “Labor, Overhead, Esti. 
mated Costs” is presented in section VI 
The placement of estimated costs and the 
sub topic “Variation Determined by Cog 
Elements” at the end of this section affords 
an easy transition to section VII on “Stand. 
ard Costs.” Section VIII covers three phases 
of cost accounting which are popular topics 
of the day—‘Distribution Costs, Break-Even 
Charts, Direct Costs.” Although distribution 
costing occupies the greatest amount of space 
in this section, the portion devoted to break- 
even point is, in this reviewer’s opinion far 
superior. The presentation of direct costing 
is only a superficial coverage of a debatable 
subject. 

The book contains 112 well prepared illus. 
trative tables remarkably well positioned in 
relationship to the text. The appendix cor- 
sists of 108 pages of questions and problems 
covering each of the sections. 

Two manuals, “Teacher’s Key to Prob- 
lems” and “Teaching Outlines,” are available 
for the instructor’s use. 

This text was apparently designed to mett 
the needs of a one-semester course in cost 
accounting and on this basis is a fine addition 
to cost accounting literature. It has limited 
usefulness as a reference book. 


FREDERICK H. KeELLey 
New York, N. Y. 


Principles of Auditing 


By Arnold W. Johnson. Rinewart & 
Company, Inc., New York, N. Y., 195. 
Pages: x +400; $6.50. 
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It would be helpful in reviewing Amold 
W. Johnson’s Principles of Auditing 10 
assess it in terms of the pattern commonly 
found in auditing texts. A survey of several 
such texts revealed considerable uniformity 
of approach and content. Presentation 
primarily from the point of view of tle 
independent auditor who is called upon 
furnish an opinion on a set of financial 
statements. Subject matter falls into the 
five categories described below. 


(Continued on page 207) 
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First, there are several chapters devoted to 
the field of auditing in general terms and to 
wich topics as auditing standards, profes- 
inal ethics, audit programs, work papers, 
nd internal control. These general topics 
we not necessarily confined to the introduc- 
ory chapters of each text. They may also 
ig found interwoven throughout a book or 
in its concluding chapters. 

Second, the major portion of an auditing 
xt is devoted to an interrelated exposition 
nd consideration of business environment 
and practices, possible errors and frauds, 
internal control, and auditing procedures. In 
view of the increasing accounting recognition 
f the importance of the operating statement, 
‘tis interesting that these matters are usually) 
wvered in a series of chapters all titled in 
‘ems of major balance sheet items, except 
jor one or two which are related by title to 
income and expense. 

Throughout these chapters one finds an 
exposition of accounting principles. On this 
sore there is variation of emphasis. Audit- 
ng of accounting records and statements 
annot be divorced from accounting prin- 
‘iples. This is explicitly recognized in the 
normal prerequisite for an auditing course, 
tat is, a substantial background in account- 
ig principles. Some educators hold that 
{is appropriate in an auditing course to 
kvote considerable attention to accounting 
rinciples. On the other hand there are 
jose Who maintain that because of the 
hrge body of “purely” auditing subject mat- 
er, attention to accounting principles in an 
auditing text should be limited. It should 
ie limited to the minimum necessary to 
derstand and appreciate the auditing pro- 
cedures. More than this detracts from the 
rimary function of the book. 

Third, one finds one or more chapters on 
udit reports and financial statements. 
Fourth, each auditing text is likely to contain 
me special subject matter not commonly 
‘luded in other auditing texts. 

Finally, there are questions, and often 
problems as well, which may be utilized for 
ss discussion, homework, or merely refer- 











“Fee to help focus student thinking. The 


audit practice case is customarily separate 
Because of the relatively 


limit himself to the practice case which 
ay have been prepared in conjunction with 





Vene text, 


In terms of the foregoing frame of refer- 
fice, Johnson’s Auditing follows the conven- 
ional pattern except that there are no 


Pstions nor problems within the text. The 


uithor recognizes the importance of such 


(Continued on page 208) 
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Best Money 


Before your clients make their next 
financial move consult a Jones ex- 
pert for the best plan tailored to 
their individual requirements. 
Send for interesting Booklet ‘‘Us- 
ing Money to Make Money'"’ 


JONES 


and Company 
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Specialists in Commercial Finance 
Since 1938 


292 Madison Avenue, N. Y. 17 
Telephone MUrray Hill 3-3500 





956 When writing to advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. 





207 

















BLADES & MACAULAY 
INSURANCE ADVISERS 


2) 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET NEWARK 2, N. J. 
Established 1926 























ALEXANDER SERVICE 
AGENCY 


Specialists in Job Analysis 
For Accounting Personnel 


Alexander Pinter, Jr. 
Certified Publie Accountant 


122 E. 42 ST.. NEW YORK, N. Y. 
MUrray Hill 7-7815 











e e 
Binding 
THE NEW YORK CERTIFIED 
PUBLIC ACCOUNTANT 
When the magazines constituting the 
volume are supplied by the subscriber 
the binding charge is $3.25, plus 3% 
N.Y.C. sales tax. [ach bound volume 
includes twelve issues. 
* 
3ound in brown fabric with title, dates 
and volume number stamped in gold. 
* 
Missing numbers will be supplied, if 
obtainable, at 50 cents each. 
* 
Binding orders and the magazines to 
be bound should be mailed or de- 
livered to 


THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


677 Fifth Avenue 
New York 22, N. Y. 











208 





| Book Reviews | 











(Continued from page 207) 


material, however, and for it one is referred 
to the separate Case Problems in Auditing 
also by Johnson and published by Rinehart 
& Company in 1959. Because of the excly- 
sion of problems from the book, Principles 
of Auditing is physically thin. However its 
content is adequate unless one requires ques- 
tions and problems incorporated within the 
same cover as the primary’ material. 

The text under review begins with the 
following three chapters: Auditing: Its 
general nature and objectives; Planning the 
audit; Internal check and control. There 
then follow ten chapters on balance sheet 
items and one on income and expense. Next 
are two chapters on audit reports and finan- 
cial statements and a third chapter on 
illustrative reports. The eighteenth and 
final chapter was prepared by John Neter, 
In it is discussed application of statistical 
methods to auditing procedures. As supple- 
mentary material, there is appended an audit 
program and an internal control question- 
naire. 

Quoting from the author’s preface, the 
book “. . . particularly emphasizes ‘principles 
of auditing’ rather than ‘principles of ac- 
counting.” This is im accord with the 
reviewer's concept of the function of an 
auditing text. “Excerpts, especially from 
publications of the American Institute oi 
Accountants, have been woven into the text 
when and where applicable.” Work papers 
are illustrated liberally but not voluminously. 


Daniev Lipsky 
Brooklyn College 
Brooklyn, N. Y. 


Budgeting for Profit 
By William E. Thomas. Publication No. 
407, 1955. BurEAu oF Business MANAGE- 
MENT, UNIVERSITY OF ILLINOIS, Commerce 
Annex, Urbana, Illinois. Pages: 55; $1.0. 


This booklet was written to provide step- 
by-step practical guidance for businessmen 
operating small and medium-sized businesses. 
Its sections cover the uses of the budget in 
operating a business, the preparation required 
for successful budgeting, changing _ the 
budget to meet changing conditions, a brief 
review of budgeting procedure, and budget 
reporting. Accountants who desire to educate 
their clients as to the advantages of this 
technique will find this to be a brief, helpful 
publication. 


(Continued on page 209) 
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Attention Mr. ‘Accountant 
Save Time, Money and Energy! 

TAX RETURNS REPRODUCED in 
Form Acceptable by Federal and State. 
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Hill 2-5346. 


Cc PA : ‘desires dignified office with typing 
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overburdened practitioner offering ultimate 
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CPA, 
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perience, State Society member, desires posi- 
tion with small accounting firm he ving part- 
nership possibilities, willing to invest, prefer 
Westchester or upper New York. Box 959, 
New York C.P.A. 














Reports typed by statistical typist at $2.75 
per hour, no delivery, accountants office, 
confidences observed, 34th Street and Seventh 
Avenue—CH 4-3394. 

GP.A., eich quiet practice, sis office with 
services. Box 965, New York C.P.A. 


SITUATIONS WANTED 


Work At Home 


Comptometrist—own machine. Diversified 
experience with C.P.A., specializing inven- 
tories. Will pick up, deliver. Lillian Young, 
NA 8-8884. 











CP.A., age 40, 20 years public experience 
in all phases of accounting, with emphasis on 
institutions, nonprofits, fund raising, hospi- 
tals, investments, funds, real estate. Seeking 
part-time or per diem work. Box 961, New 
York C.P.A 





C.P.A., 35, 10 years with small and medium 
CPA firms, full time or per diem. Box 963, 
New York C.P.A. ° 
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Are your clients doing an expanding volume? 


DO THEY NEED MORE WORKING CAPITAL 


In these days of tightening credit and higher 
taxes your client may need more cash. This cash 
is available in Accounts Receivable, which, with 


our plan of financing, can be as liquid as cash. 


Our Accounts Receivable Department, headed 
by Mr. Henry Dengel, is located at our West 
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The Debits and Credits of Society Membership 





P ovate entry is not a purely ac- 

counting concept. The Golden 
Rule itself hinges around a philosophy 
little different from that expounded 
centuries later and with more re- 
stricted application by Pacioli. We all 
recognize, I think, that our dividends 
from life will in the long run be pro- 
portionate to our contribution and that 
there is an inevitable balancing of 
benefits received and obligations in- 
curred. Let us think of this philoso- 
phy in terms of the Society and its 
members. A few journal entries may 
help. 


On the Books of the Society: 
Dr. New Members 

Cr. Responsibility to New 
and Present Members 

To record the addition of 

over 900 new members since 

June 1, 1955 and the re- 

sponsibility of the Society to 

enhance, through their mem- 

bership, the strength and 

standing of the profession and 

service to all our members. 


On the Books of the New Members: 
Dr. Membership in the New York 
State Society of CPAs 
Cr. Responsibility to Advance 
the Society and the Pro- 
fession 
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To record the obligation of 
the new member to partici- 
pate in the work of the So- 
ciety through committee ser- 
vice where possible, to attend 
meetings, to encourage other 
CPAs to join. (Note: I 
would not agree with those 
who think the principal credit 
in the above journal entry is 
“cash’’.) 
On the Books of the Present Members: 
Dr. My Profession 
Dr. My Security 
Cr. Responsibility to New 
Members 
To record the liability of the 
older members to assist in the 
introduction and indoctrina- 
tion of the new members into 
the work of the Society, to 
welcome them and to let them 
know that without the infu- 
sion of their youth and en- 
thusiasm we would be but a 
static group—and that the 
cumulative results of our past 
efforts would be wasted. 
On the Books of the Profession: 
Dr. Public Recognition 
Cr. Contributions in the Pub- 
lic Interest 
To record the long-range 
benefit to the profession from 
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the bread it casts upon the nations can invent countless illustra- 

waters. tions of the point I am trying to make. 

Speaking of double entry, however, 

I am sure that I have but scratched I cannot, of course, ignore the State- 
the surface and that your own imagi- ment of Assets and Liabilities: 


Statement of Assets and Liabilities 
Regular Meeting of the Society 
April 23, 1956 





Assets Liabilities 


Attendance of 900 Honored Guests To Attend 
(those who have been admitted or 
have applied for membership since To Welcome our New Members 
June 1, 1955) 
Accumulated Surplus 
Attendance of a Welcoming Commit- 
tee of several hundred other Society A stronger and more effective Society 


members and Profession 
A Talk on current affairs and trends Numerically 

by Dr. Marcus Nadler, one of the 

outstanding and most down-to-earth Spiritually 


economists of our time 
In the Public Estimation 


A Question and Answer Period 


| 


I do not have to point out, of course, that, under accepted standards, 
opinions expressed with respect to the foregoing statements must be based 
upon personal participation and observation. 


Haroip R. Carryn, 
President 


P. S. John Queenan has just consented to talk informally at the April 23rd 
meeting with respect to the practical implications of the Treasury Department's 
interpretation of Circular 230. He is Chairman of the American Institute of 
Accountants Committee on Relations with the Bar. As a leader in discussions 
relating to our profession’s place in tax practice, he speaks with great authority. 
I am sure that you will all welcome this addition to an already attractive 
program. 
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The Budget as an Aid in Auditing 
Non-Profit Institutions 


By FREDERICK GRUBEL, C.P.A. 


A close study of the budget and its background should be an 
essential requirement for the auditor of a non-profit organization. 
It will be his guide with regard to the scope and functions of 
the Institution, the business-mindedness and efficiency of its 
administration, and the financial success or failure of its operations. 


The accounting practitioner con- 
fronted for the first time with the audit 
of a charitable organization may feel 
somewhat like Alice in Wonderland. 
Accustomed to the business target of 
profit, he now finds an organization 
whose operations aim at a loss. With- 
out such loss there would be no charity. 
Accustomed to the fact that only really 
big or progressive business works on 
budgets, he will find that practically 
every non-profit organization, small as 
it may be, at least pretends to have a 
budget. 





FREDERICK GRUBEL, C.P.A., is a 
member of our Society, of the 
American Institute of Accountants, 
and of the. American College of 
Hospital Administrators. He is now 
a member of the Committee on 
3udgets and Budgetary Controls, 
and has previously served on other 
Committees of the Society. 

Mr. Grubel holds the degrees of 
Doctor of Law and Master of Busi- 
ness Administration. He is the 
Business Manager of the Maimon- 
ides Hospital of Brooklyn. Several 
of his papers on accounting and 
auditing problems concerning hos- 
pitals and other non-profit organiza- 
tions have previously appeared in 
this publication. 

This paper was presented by him 
at a technical meeting of the Society 
recently held under the auspices of 
the Committee on Budget and Budg- 
etary Controls. 
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It is generally accepted opinion that 
everything connected with accounting, 
financial planning, and control was 
usually developed by business and for 
business. Budgeting and budgetary 
control, however, had their origin out- 
side business, in parliamentary govern- 
ment which vested the control of the 
purse strings in the money providers, 
the representatives of the people, as 
distinct from the money spenders, the 
civil servants. Philanthropy is basically 
much closer to government than to 
business. Both spend for the purpose 
of providing service, but business also 
spends money in order to increase its 
financial resources and power. 


Governmental and philanthropic 
services have to be rendered regardless 
of development of cost. Their income 
is, in principle, not connected with 
earning power but with fund-raising 
ability. Budgeting is therefore a natur- 
al concomitant of government and 
philanthropy. The idea of accounta- 
bility on the part of the government 
developed centuries ago, but controlling 
philanthropic activities with an ac- 
counting yardstick appeared less natur- 
al and has been much slower in coming 
about. By now its necessity is generally 
recognized, and is reflected in the 
form of bookkeeping as historical ac- 
counting after the event and in the 
form of budgeting as planned account- 
ing in anticipation thereof. 


The Budget as the Auditor’s Guide 


A proper budget is also a guide for 
the auditor: The budget is a plan of 
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financial operations; the audit is a 
critical reexamination of these opera- 
tions as reflected on the accounting rec- 
ords. 

The accounting practitioner who is 
assigned the audit of any organization, 
including an eleemosynary institution, 
will ordinarily first acquaint himself 
with the nature and scope of its busi- 
ness. One of the most informative 
sources of such information is_ the 
budget. In one form or another, it 
will usually be found in practically 
every non-profit organization. 

However, there exists the great 
danger that the administrators of phil- 
anthropy just give lip service to the 
budget requirement. You may find 
situations in which the governing pol- 
icy-making board approves a set of 
budget figures which are forgotten by 
the operating administration as soon 
as the board meeting is adjourned. 
During the fiscal period matters are 
handled in line with habit, custom and 
tradition and, perhaps, after it is over, 
if it has not been completely forgotten, 
the budget is pulled out of a pigeon- 
hole and somehow or other compared 
with the actual financial results. 

ven in these extreme cases the 
hudget still has some value for the 
auditor. First of all, it teaches him what 
the governing policy-making board ac- 
tually considers to be purpose and 
proper modus operandi of the institu- 
tion or agency. Secondly, it puts him on 
his guard by showing him that the oper- 
ating administrators of this enterprise 
appear to be rather lax in their use of 
accounting controls. 


The Operating Budget 


A greater awareness of the values 
inherent in accountability and budget- 
ary responsibility may lead to an oper- 
ating budget which is taken more seri- 
ously. The practitioner will have to 
determine on what basis the budget 
figures are computed. The auditor 
may distill from the budget informa- 
tion the actual program of  philan- 
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thropic operations. If confronted with 
a general welfare agency, the size of 
social-worker payroll and of the provi- 
sion for outright relief payments will 
teach him whether he is dealing with 
a modern case-work agency that be- 
lieves more in psychological and other 
adjunct services than in a money hand- 
out, or whether the agency is old- 
fashioned enough to think the poor 
primarily need cash and that every- 
thing else is just an embellishment, 
If handling a hospital account, it is 
important to see how much expense is 
planned for ward service and research, 
the two big causes of hospital deficits, 
as compared with facilities for private 
and semi-private patients, which as a 
rule should not create any financial 
problems. 

So far as the computation is con- 
cerned, the whole gamut of techniques 
of scientific budgeting as developed for 
business can be applied. The practi- 
tioner has to find out whether the 
budget figures are just repetition of 
past experience or whether future 
plans and predictable trends of cost 
are taken into account. 

A very important feature for phil- 
anthropy, as well as for business, 
would be provision for budget flexi- 
bility, although I sometimes wonder 
whether many charitable organizations 
think in terms of flexible budgets. Just 
incidentally, it may be noted that here 
is a field where the well-versed ac- 
countant may be of considerable help 
to the intelligent administration of 
philanthropy. A study of the budget 
may show him whether the administra- 
tion is aware of the necessity to adjust 
the budget in accordance with the trend 
of volume of work and development 
of cost. In this respect it is important 
to remember that the fixed cost com- 
ponent is relatively much higher in 
philanthropy than in business. The 
end product of philanthropy, that 1s 
the service to which the organiza- 
tion is devoted, cannot be drastically 
changed or reduced if costs rise or 
if the volume of work shrinks during 
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a certain period of the year. The 
nursing staff of a hospital has to be 
available even in times of low patient 
census, as long as a definite number of 
beds is offered the community and 
may be filled and vacated at unpre- 
dictable speed. An institution geared 
to a certain volume of service cannot 
afford to be caught short of staff or 
supplies when it tries to adjust its 
expenses to fluctuations in demand for 
its services. 


The Revenue Budget— 
Operating Income 


The other side of the budget is 
prediction and estimate of revenue. 
The sources of income of philanthropy 
are many and various. Their predict- 
ability is only approximate. Hospitals 
come closest to business, since usually 
the bulk of their revenue is actually 
operating income based on payments 
made by or on behalf of a large number 
of their patients. On the other hand, 
case-work agencies may have nothing 
but token payments from their clients 
in their operating iricome. Community 
centers may be the middleground if 
they operate paid dormitories and cafe- 
terias, and if some of their facilities 
are subject to an entrance fee. So 
far as colleges and schools are con- 
cerned, the main sources of operating 
income are, of course, the fees for 
tuition as well as charges for room 
and board of the students. A .study 
of the budget of operating revenue will 
show the auditor the rate-setting policy 
and the rate structure of the institution, 
and will allow him to form an opinion 
as to the relationship between service 
cost and service income. 


The Revenue Budget—Investment 

Income and Contributions 

The often disturbingly vast gap be- 
tween operating revenues and expendi- 
tures has to be closed by actual philan- 
thropy. This may take the form of 
regular investment income derived 
Irom endowment and other funds 
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which, in turn, were donated in the 
past, or from current contributions to 
fund-raising campaigns. 

The set-up of estimate and budget 
for this kind of revenue will reveal 
very clearly whether the agency’s ad- 
ministration is well aware of the re- 
quirement of fund management as well 
as of all chances and risks involved in 
fund-raising campaigns. The auditor 
may see whether the administrator and 
the Board of the charity are down-to- 
earth realists in assaying their fund- 
raising chances or whether they just 
put hopes to paper. So far as fund 
management is concerned, the figures 
will reveal whether experts or amateurs 
are handling this aspect of the institu- 
tion’s administration. The entire spec- 
trum from highly conservative savings 
bank investment to active participation 
in the market, may be found in the 
welfare community’s investment poli- 
ces. 


Analysis of Causes of 
Budgetary Variations 


After all these criteria are considered 
and the kind and quality of the budget 
are analyzed, the auditor will know 
how valuable a comparison between 
budget and actual performance is in 
the given case. If the budget proved 
to be a sound financial document, the 
auditor will check actual expenses and 
income against budget estimates. No 
significant discrepancy should be ac- 
cepted without investigation of its 
cause. Such discrepancies may indi- 
cate changes in the cost picture due to 
changed prices or due to lack of effi- 
ciency. They may reveal a change in 
the financial position of the agency’s 
clientele or a deterioration of its col- 
lection efforts. They may disclose 
hazardous investment policies or mis- 
judgment of the result of the agency’s 
fund-raising appeal to the community. 

Finally, even exact fulfillment of the 
budget estimate may hide serious devel- 
opments if service volume lagged 
behind expectations and nevertheless 
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did not reflect in the actual over-all 
financial picture. A “perfect budget 
performance” thus, may cloak anything 
from bonafide lack of foresight to gross 
inefficiency or even dishonesty of man- 
agement. Such developments can be 
revealed by a reduction of the budget 
to a unit estimate for the most signifi- 
cant unit of service and a comparison 
with actually experienced unit cost and 
unit income, Most non-profit organi- 
zations gather statistical data that 
represent significant units of service: 
hospitals think in terms of patient 
days; dispensaries count clinic visits ; 
social case-work agencies reckon in 
case-work interviews; colleges may be 
controlled by dormitory days, meals, 
and student credit units. An example 
of a situation in which the gross 
budgetary figure appears favorable but 
a unit analysis proves disturbing devel- 
opments may be the following: an 
imaginary hospital may budget for a 
$1,000,000 expense. Its total expendi- 
ture and income may actually coincide 
with this figure. However, the budget 
may have been based on giving 50,000 
patient-days service,’ ie., at a daily 
cost of $20.00 per patient day and actu- 
ally only 40,000 patient days may have 
been given. The daily cost thus ex- 
ceeded by 25% the budget estimate, 
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although gross expenditure does not 
reveal it. This certainly is a discrep- 
ancy well worth critical scrutiny and 
comments on the part of the auditor. 


Summary 

To sum up, philanthropy is more 
budget conscious than every-day busi- 
ness. The budgets drawn up by non- 
profit organizations vary vastly as to 
their realism, their comprehensiveness, 
and their seriousness. If found reliable, 
the budget should be compared with 
actual performance not only on an 
over-all basis but also in terms of the 
amount of service for which it was 
planned; and its provisions should be 
broken down into cost and income 
estimates for significant service units, 
to be compared with similar figures for 
actual experience. 

However good the budget is, it gives 
the auditor at least some insight into 
the purposes of the organization, the 
business acumen of Board and Admin- 
istration, the operative and_ financial 
factors, and the degree of control and 
consciousness of accountability that the 
auditor can expect to find in the or- 
ganization. If it is well conceived, it 
will be of invaluable aid in assaying 
the organization’s operations and effi- 
ciency in terms of dollars and cents. 


















Assessments, Audits and Appeals in 
New York State Income and 
Franchise Tax Practice 


By Sipney BLUMENBERG, C.P.A. 


0 BEGIN with, let us take a pano- 
peers view of the areas to be cov- 
ered in our discussion this evening. It 
is our intention to examine the assess- 
ment, audit and appeal procedures in 
New York State with respect to per- 
sonal income taxes, unincorporated 
business and corporate franchise taxes. 
In addition, we shall review the prob- 
lem of notification to the state of 
federal changes. 


Personal Income Taxes 

Now, let us focus our attention more 
closely on that phase of state practice 
which involves assessments, audits and 
appeals in connection with personal in- 
come taxes. As we are all familiar, in 
New York we have a system of self- 
assessment, that is, the taxpayer ini- 
tially computes the tax. It should be 
noted that if the taxpayer fails to make 
this computation, the State Tax Com- 
mission is authorized to make the com- 
putation for him, and it may do so 
from any information available to it. 

Section 377 of the Tax Law governs 
the auditing of returns and the assess- 
ment of deficiencies or the treatment of 
overpayments. This section requires 

. “as soon as practicable after the 
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return is filed, the Tax Commission 
shall examine it and compute the tax.” 
In view of the fact that we are familiar 
with the basic administrative and me- 
chanical techniques utilized by the Tax 
Commission in fulfilling its responsi- 
bilities to audit the returns for the pur- 
pose of determining whether the 
taxpayer’s self-assessment has been 
made accurately, it need merely be 
stated that such an audit may be made 
by a desk review of the return, or, in 
appropriate cases, by assignment of 
the return for field review. It may be 
that the review of the return discloses 
an overstatement of tax. If that con- 
dition is found, then the amount of 
such overpayment may be allowed as a 
credit against any unpaid instalment, 
or, if there are none, provisions are 
made for a refund. On the other hand, 
if the examination of the return raises 
questions which require clarification, 
suitable explanations are sought either 
through correspondence or _ other 
means. If, thereafter, it is determined 
that there has been an understatement 
of the tax, the Tax Commission noti- 
fies the taxpayer of the additional 
amount required to be paid and the 
taxpayer must pay this amount within 
thirty days after the mailing of the 
notice by the Commission. This differs 
substantially from the federal practice 
in which a great many appellate steps 
may be taken before payment is 
required. 

Now, let us examine what the tax- 
payer may do in the event of a dis- 
agreement with the State over the defi- 
ciency found by the Tax Commission. 
Section 374 governs the taxpayer’s 
rights covering an application for re- 
vision or refund. Basically, this section 
requires that such an application be 
filed on a form prescribed by the Tax 
Commission. For this purpose, Form 
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IT 113 has been provided. This must 
be filed, in duplicate, within two years 
from the filing of the return, or, if, the 
tax has been recomputed by the Tax 
Commission, or an assessment made 
where no return was filed, then Form 
IT 113 must be filed by the taxpayer 
within one year from the time of the 
mailing of the notice by the Tax Com- 
mission recomputing the tax. Again, 
it should be noted, the operative period 
begins with the mailing of the notice, 
not its receipt by the taxpayer. 

Article 572 of the Regulations pro- 
vides that the application for revision 
or refund shall set forth in detail, and 
under oath, each ground on which the 
application is made, including a state- 
ment of fact sufficient to apprise the 
Commission of the basis thereof. A 
separate application must be filed for 
each taxable year or period. 

The Tax Commission may grant or 
deny such application in whole or in 
part. Further, it is required to notify 
the taxpayer of its action by mail. 

After the taxpayer has filed the fore- 
going application for revision or re- 
fund, he may request a preliminary 
hearing with the department. This 
hearing is of an informal nature and 
the taxpayer is given an opportunity 
to explain his position and introduce 
any facts in support of his contentions. 
This preliminary hearing may be re- 
quested by an ordinary letter in con- 
trast with the requirement that a par- 
ticular form be used in requesting a 
formal hearing. 

Of course, in the event that the tax- 
payer’s application is granted in whole 
or in part in a manner which is satis- 
factory to him, the matter then rests. 
However, in the event of a denial of 
the application with which the taxpayer 
disagrees, he may demand a formal 
hearing within ninety days of the mail- 
ing to him by the Tax Commission of 
a denial of the application for revision 
or refund. This demand is made on 
l‘orm [T 114. The hearing is then re- 
quired to be held at a time and place 
designated by the Tax Commission. 
At this formal hearing, witnesses may 
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be examined and testimony taken. 
These witnesses, of course, are subject 
to cross-examination. The assessment 
by the Commission is presumed to be 
correct. The burden of proving that it 
is incorrect, and the nature and extent 
of any error is upon the taxpayer. 
The taxpayer’s recourse from an ad- 
verse determination by the Tax Com- 
mission after the formal hearing is to 
appeal to the courts. This application 
to the courts may be made within 
ninety days after the mailing of the 
notice of the Commission’s determina- 
tion with respect to the matter about 
which a demand was made for a formal 
hearing. In making such an application 
for review, the applicant is required to 
give the Tax Commission eight days’ 
notice of such application. Of impor- 
tance, is the fact that the taxpayer is 
required, before making such applica- 
tion for court review, to deposit with 
the Tax Commission the full amount 
of the taxes, interest and other charges 
stated in the determination and an 
undertaking filed with the Commission 
in such amount and with such sureties 
as a Justice of the Supreme Court shall 
approve, to the effect that if the pro- 
ceeding is dismissed, or the determina- 
tion of the Tax Commission affirmed, 
the applicant will pay all costs and 
charges which may accrue against him 
in the prosecution of the proceeding. 
To review briefly the procedures to 
be followed in connection with assess- 
ments, audits and appeals of personal 
income taxes, we have seen that first of 
all the taxpayer computes his tax which 
is reviewed by the Tax Commission. 
Either before or after a recomputa- 
tion informal efforts may be under- 
taken to seek agreement. If there is a 
disagreement, the taxpayer may apply 
for a revision on Form IT 113 and if 
this fails to bring a satisfactory con- 
clusion, he may demand a formal hear- 
ing, such a request being initiated by 
the filing of a Form IT 114. There- 
after, in the event of a continued dis- 
agreement, review may be sought in 
the courts. The remedy for review is 
the exclusive remedy available to the 
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taxpayer for a judicial determination 
of his liability. At this point the pro- 
ceedings are conducted with the Attor- 
ney General’s Office. Before the ap- 
plication is filed in the Supreme Court 
at Albany, the Tax Commission is re- 
quired to serve on the petitioner and 
file with the court an answer to the 
application to review and a certified 
transcript of the proceedings. This in- 
cludes a copy of the return filed, a 
record of the evidence offered at the 
formal hearing and any other matters 
which the Commission considered in 
its determination. On the return date, 
the Supreme Court transfers the pro- 
ceeding to the Appellate Division for 
the Third Department where the mat- 
ter is heard and argued in due course. 
The Appellate Division doesn’t accept 
any new evidence or permit the record 
to be changed in any way. The argu- 
ment must be based upon the record 
presented to it. It has the power to 
review the determination on the law 
and on the facts, but it is limited to the 
consideration of the facts on the record. 


Unincorporated Business Taxes 

At this point we should like to note 
that the procedures to be followed in 
obtaining reviews of assessments un- 
der the unincorporated business tax 
law are similar to the foregoing steps 
which apply to the personal income tax 
law. 
Corporate Franchise Taxes 

Now we come to the franchise tax. 
There again the taxpayer computes his 
own tax. We have the same system of 
self-assessment. Parenthetically, it is 
worth observing that, whereas under 
the personal income tax law the Tax 
Commission has a three-year period of 
time within which to determine any 
deficiency, under the franchise tax law 
there is a five-year statute. This is a 
situation that is frequently overlooked. 
Section 212 requires that the Tax 
Commission shall audit the report and 
“state an account” within five years 
after the filing of a return. Of course, 
where no return is filed, the Tax Com- 
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mission has no restrictive time limita- 
tions. 

The departmental practices in con- 
nection with the auditing of returns 
are similar to those mentioned in con- 
nection with the audit of personal re- 
turns. A great many desk reviews are 
made and where it is found necessary 
field reviews are authorized. If the 
report as filed is correct, a statement of 
the account together with a receipt is 
sent to the taxpayer. If an overpay- 
ment is found, a refund or credit will 
be made. If additional tax is found to 
be due, the Commission will send a 
notice to this effect. Where the tax- 
payer has received a notice that addi- 
tional tax is due, he has the same right 
of applying for a revision or refund, 
except that under the franchise tax 
l‘orm 7 CT is used. This must likewise 
contain all the information on which 
the taxpayer relies. 

orm 7 CT must be filed with the 
Tax Commission within two years 
from the time that the account was 
audited and “stated” or within one 
year from the time within which the 
account was reaudited or restated. If 
the application is granted, the assess- 
ment is cancelled, or, if a refund is 
required, one is made. If informal 
conferences appear appropriate, they 
will be scheduled. If the application 
is denied, the taxpayer is advised of 
the denial and asked to withdraw its 
application. If the taxpayer decides 
not to withdraw, the case is set down 
for a formal hearing without the filing 
of a form similar to IT 114 men- 
tioned in connection with income tax 
purposes. At this formal hearing a 
record is taken. Thereafter, if the tax- 
payer receives an adverse determina- 
tion, he may request a judicial review 
in a manner which is substantially 
similar to the procedure outlined under 
the personal income tax law. 


Notification of Changes in or 
Corrections of Federal Tax 
Reports 
Having to this point dealt at some 

length with the procedures to be fol- 
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lowed in connection with the request 
for review of the taxpayer’s returns 
under the personal income tax, unin- 
corporated business tax and franchise 
tax laws, we shall now turn our atten- 
tion to the problems which arise, and 
the rights and obligations of the tax- 
payer under the requirement that the 
state be notified of any federal changes 
affecting the reports filed. This is 
something which is relatively recent in 
the tax law and with which we have 
had limited experience but in which a 
number of problems have come to light. 

First, let us recall that taxpayers are 
required to report changes or correc- 
tions in reports filed with the federal 
government. Such changes must be 
reported within ninety days of a final 
determination which is defined by the 
regulations, basically, as a “ninety-day 
letter” unless a timely petition has been 
filed with the Tax Court, or the assess- 
ment of a deficiency or the agreement 
on an overpayment by the execution of 
an “870” the familiar waiver provided 
for under Section 6213 (d) of the 
Internal Revenue Code. 

Individual taxpayers are required to 
notify the Tax Commission of such 
changes by the filing of Form IT 115 
and the simultaneous payment there- 
with of any tax determined to be due. 
Further, this notification on Form IT 
115 is required as a separate report 
and is not to be included with any 
other report or return. Where a hus- 
band and wife file a joint federal re- 
turn and separate state returns, each 
spouse should separately report fed- 
eral changes to the state, indicating 
how each of their returns is affected. 
It should be borne in mind _ that 
fiduciaries are also required to report 
changes. 

No particular form is provided for 
the notification of changes affecting 
corporations subject to the franchise 
tax. It is generally considered good 
practice to file a copy of the Revenue 
Agent’s Report indicating the nature 
and extent of any changes made. It is 
also advisable, in reporting the 


222 


changes, to note particularly those 
items which may have resulted in ad- 
ditional federal tax but which may 
have no tax consequences for state 
purposes. Of course, in the case of 
personal income taxes, Form IT 115 
provides for such information. 

In contrast to the practice which ap- 
plies in the case of personal income 
taxes, payment is not required concur- 
rently with notification of changes 
which affect corporate franchise taxes. 
After the State has received the notice 
it will compute the corrected tax and 
notify the taxpayer of the amount due. 
Payment will be required thereafter. 

Now let us examine the effect upon 
the statute of limitations of the filing 
of such notice of changes or the failure 
to file such notice. First of all, the 
failure to report such change indefi- 
nitely extends the period of time within 
which the return may be examined and 
a tax recomputed because of the 
change. The State has one year after 
the report to it of the changes within 
which to recompute and assess the re- 
sulting deficiencies, in the case of per- 
sonal income taxes. In the case of 
franchise taxes, it has an additional 
five-year period of time. 

Will the reporting of a change which 
would give rise to a state deficiency 
permit a taxpayer to make a refund 
claim with respect to what would other- 
wise have been a barred return? It 
appears from a recent opinion of the 
Attorney General that a set-off may be 
proper to the extent of the deficiency, 
although a refund would not be au- 
thorized by Section 374. 

Attention is drawn to the fact that 
the State is not bound, nor, for that 
matter is the taxpayer, by the federal 
findings. The Department of Taxation 
& Finance has ruled that where it ap- 
pears from the report that the Treas- 
ury Department has found an over- 
payment of tax, it is unnecessary for 
the taxpayer to file any application for 
revision or refund. The report filed 
with the Tax Commission will operate 
as such. 
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(Concluded from March issue) 


By Leo RosensiuM, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Taxes 


Fraud Cases 


“Special Problems the Accountant 
Faces in Rendering Good Service in 
Fraud Cases” is a subject of an article 
by Jacques L. Ach, CPA, of Cincin- 
nati, in The Journal of Taxation.*® 

The accountant, notes Mr. Ach, “has 
certain particular functions in cases 
where client is, or is about to be, in- 
volved in fraud charges”. Concerning 
the ethical questions involved, account- 
ants “have no right to pre-judge any- 
one—even a_ client”. Accountants 
must not substitute their judgment for 
that of the jury. 

Mr. Ach opines that accountants 
should : 


l. ... ascertain the facts. 

2. ...see that the taxpayer pays no more 
than his legal obligations. 

3. ... avoid penalties if possible. 

4. ... safeguard such rights as taxpayers 


may still have including the use of 
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such technicalities as may be avail- 
able and helpful. 


“What should be our relationship 
with the taxpayer and his attorney?” 
asks the writer. This, he points out, 
“will depend somewhat on how and 
when the case came to us”. Should the 
accountant have been consulted “after 
the question of fraud has arisen”, Mr. 
Ach believes that the accountant 
“should insist on being retained by the 
attorney and on reporting directly to 
him”. However, if the accountant 
“already represent[s] the taxpayer 
when the cry of fraud is raised”, Mr. 
Ach considers that “it is probably too 
late for this arrangement to be useful, 
but it should still be considered”. 

The matter of “privilege” relating to 
communications with the accountant is 
important. 

These captions from Mr. Ach’s ar- 
ticle indicate the nature of the material 
he presents: confer with counsel; let 
lawyer lie low at first; straddling the 
cooperation question ; tell client to keep 
quiet; what kind of penalties?; must 
have all the facts; these facts are nec- 
essary; fees run high. 


TV Antenna Service 


The Internal Revenue Service has 
ruled*® that an organization formed for 
the purpose of furnishing television 
antenna service to its members is not 
entitled to exemption from Federal in- 
come tax under section 501 (c) (7) of 
the Internal Revenue Code of 1954 as 
a club organized exclusively for pleas- 
ure, recreation, and other nonprofitable 
purposes. 


An organization was formed for the 


48 Vol. 4, No. 2, February, 1956, pp. 101-103. 
49 Revenue Ruling 55-716, IRB 1955—49, 10. 
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purpose of “furnishing and providing” 
TV antenna service to members upon 
payment of a stipulated membership 
fee and a monthly charge for main- 
tenance of the antenna. Membership 
fees and service charges constituted the 
organization’s income; it made ex- 
penditures for equipment, maintenance 
and miscellaneous expenses. 

Section 501 (c) (7), referred to 
above, reads, in part, as follows: “(7) 
Clubs organized and operated ex- 
clusively for pleasure, recreation, and 
other nonprofitable purposes, no part 
of the net earnings of which inures to 
the benefit of any private shareholder” 

‘he ruling points out that the term 
“club”, as used above, “contemplates 
the commingling of members, one with 
the other, in fellowship”. Also, that 
“personal contact and fellowship must 
also play a material part in the life of 
an organization in order for it to come 
within the meaning of the term ‘club’ ” 
(citing G.C.M. 23688 C.B. 1943, 283, 
at page 286). 

It appearing that “the only activity 
of the instant organization is the opera- 
tion and maintenance of a television 
antenna system providing television 
services to its members in_ their 
homes,” and, further, that “fellowship 
does not constitute a material part of 
the life of the organization, since the 
services do not afford an opportunity 
for personal contacts and fellowship 
among members receiving such serv- 
ices” the organization was held not en- 
titled to exemption under the section 
above-noted since it is not a “club 
organized exclusively for pleasure, 
recreation, and other nonprofitable 
purposes.” 


Stamp Taxes 
The Accountant's Weekly Report® 
calls attention to this point: despite a 


50 Prentice-Hall, Inc., Vol. 14, No. 


ruling by the Court of Claims to the 
contrary, the Internal Revenue Service 
maintains its position that only dealers 
may treat l*ederal stamp taxes as busi- 
ness expenses.5t The Court of Claims 
had ruled®* that a person in the busi- 
ness of buying and selling stock as a 
trader on his own account may deduct, 
in full, as business expenses, [Federal 
stamp taxes paid by him. 


Depreciation Under the 1954 Code 


In a letter to The Controller®®, 
Thomas M. McDade, Controller of 
General Foods Corporation, of White 
Plains, New York, reports the result 
of a poll of 55 companies “inquiring 
what action they intended to take under 
the 1954 Revenue Code on the subject 
of depreciation practices.” 


Mr. McDade’s letter went to 55 com- 
panies; 47 replied. Of these, 28 re- 
ported having changed their deprecia- 
tion practices on the basis of the new 
Act. Several who had not changed 
were still considering doing so. 


Concerning the 28 companies which 
had made some change: 17 switched to 
the sum-of-the-years-digits method ; six 
to the declining balance method; five 
used both these methods, “depending 
upon the class of assets involved.” 


The Controller reports “a similar 
survey at the same time that Mr. Mc- 
Dade made the one referred to. . . .”™ 
This was undertaken by Paul H. 
Wernicke, Comptroller, Minneapolis- 
Honeywell Regulator Co., Minneapolis, 
Minnesota. 


98 firms answered his questionnaire. 
Of these 67 planned to adopt acceler- 
ated depreciation ; 26 would not do so; 
5 were undecided. 


17, January 16, 1956, Section 1, p. 1. 


51 Citing Revenue Ruling 55-756, IRB 1955-52. 
52 Walter Hirshon, 116 F. Supp. 135, 44 AFTR 723. 
53 Vol. XXIII, No. 11, November, 1955, pp. 516, 518. 


54 [bid., p. 518. 
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Cemetery Plot Maintenance 


The Accountant's Weekly Report®® 
notes a Letter Ruling by the Internal 
Revenue Service, dated October 20, 
1955, extending the benefits of section 
170(c)(5) of the 1954 Code providing 
for a deduction in the computation of 
net taxable income, “for payments 
made to or for the use of ‘a cemetery 
owned and operated exclusively for the 
benefit of its members . . . solely for 
burial purposes’, and not operated for 
profit.” 


Under the Letter Ruling, the benefit 
provided by this section is extended to 
cemetery lot owners in tax-exempt 
cemeteries, “who make payments for 
the perpetual or seasonal care of a 
specific lot, or for the upkeep of the 
entire cemetery.” 


FIFO v. LIFO: Canada 


The Judicial Committee of the Privy 
Council of Great Britain has decided 
that the LIFO inventory method is not 
allowable in Canada for the purpose of 
determining profit under the income 
tax law.5¢ 

The case represented an appeal by 
the Minister of National Revenue (of 
Canada) from a majority judgment of 
the Supreme Court of Canada, dated 
November 1, 1954, dismissing the Min- 
ister’s Appeal from a judgment of the 
Exchequer Court of Canada. ‘That 
court had allowed an appeal by the re- 
spondent company, Anaconda Amer- 
ican Brass, Ltd., from an assessment 
made for its 1947 tax year pursuant to 
the provisions of the Excess Profits 
Tax Act, 1940. 


The major question in the appeal - 


was whether, as contended by the Min- 
ister, in estimating cost of the metals 
used by the company during the first 
year, the first metals purchased by the 
company would be the first metals used 
by it, (FIFO assumption) or whether, 


as contended by the Company as being 
a modern accounting practice, the last 
costs incurred in purchasing the metals 
were the first costs charged (LIFO as- 
sumption). The Exchequer Court of 
Canada and the majority of the Su- 
preme Court held that LIFO was 
applicable. 

It was conceded that the use of 
LIFO did not mean that the metal last 
to be received into stock was actually 
the first to be processed and sold; the 
actual physical flow of the material was 
considered irrelevant. 


It had been accepted by both the 
Exchequer Court of Canada and the 
Supreme Court of Canada—and it was 
also accepted by the Judicial Commit- 
tee of the Privy Council on appeal— 
that in Canada the LIFO method “was 
in certain conditions the proper and 
generally accepted method of account- 
ancy and that those conditions were 
conspicuously present in the case of 
the appellant company.” 


However, the Minister of National 
Revenue took the view that “however 
appropriate the LIFO might be for the 
corporate purposes of the company it 
did not truly reflect its profits for 
income tax purposes,” the Minister 
urging that “it was a principle of in- 
come tax law which had been adopted 
from commercial accounting practice 
that the values of the stock-in-trade at 
the beginning and end of the period 
covered by the account should be en- 
tered at cost or market value, which- 
ever was lower” and that “for that 
purpose the actual stock on hand must 
be regarded and its actual cost so far 
as possible ascertained”. It was con- 
tended by him, too, that “an assump- 
tion or estimate was necessary only so 
far as ascertainment was not possible.” 
Thus, he said, “the FIFO method more 
nearly than the LIFO method repre- 
sented the facts.” 


The Judicial Committee commented 


55 Prentice-Hall, Inc., Vol. 11, No. 14, December 19, 1955, Section 1, p. 4. 


56 “Taw Report” in The Times, London, England, December 14, 1955. 
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on the history of the adoption of 
LIFO in Canada, and its acceptability 
in the United States “subject to statu- 
tory conditions”. It was noted that 
“the many differences which existed 
between the revenue laws of the 
United States and Canada did not per- 
mit too much weight to be given to the 
fact that it was sought to do in Canada 
without legislation what in the United 
States was permissible only with sta- 
tutory safeguards.” 

The Court made the point that “new 
theories of accountancy, although they 
might be accepted and put into prac- 
tice by business men, did not finally 
determine a trading company’s income 
for tax purposes.” 

The judges allowed the Minister of 
National Revenue’s appeal and _ re- 
jected that of Anaconda American 
Brass, Ltd. 


Universal Problem 


At what point is it most profitable 
to replace items of equipment in view 
of the new methods of depreciation 
permitted under the Internal Revenue 
Code of 1954? More and more often, 
accountants will be asked for advice 
on this point. But this is not a prob- 
lem unique to our country. The Cost 
Accountant, official journal of the In- 
stitute of Cost and Works Account- 
ants of Great Britain,®’ asks, “Dare 
one make comparisons without taking 
the incidence of taxation into account ? 
How should interest and depreciation 
be dealt with, and has depreciation on 
old assets any bearing on the problem ; 
and if so, is this to be based on historic 
or replacement value? Have our, or 
our competitors’ marginal costs to be 
taken into account? If labour is re- 
leased by new equipment can one ig- 
nore the gains which may accrue by 
utilising this labour in some other ca- 
pacity?” 
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As the British magazine puts it, 
“There still appear to be so many dif- 
ferences of opinion, not only between 
accountants but between economists, 
as to how this should be dealt with. 
These problems would appear to offer 
a wide and fruitful field for study.” 


Australia Says: “Don’t Let It 
Happen to Us” 


Commenting on the recent repeal, 
retroactively, of Sections 452 (on pre- 
paid income) and 462 (on reserves 
for estimated expenses) of the Intern- 
al Revenue Code of 1954, an editorial 
in The Australian Accountant®® offers 
this advice to Australian accountants: 
“The day will come in Australia— 
possibly without much warning—when 
accountants will have the opportunity 
of recommending improvements to the 
income tax law. When this opportun- 
ity does arise, not only should con- 
sidered recommendations be ready, 
but their sponsors should be in a posi- 
tion to forestall and combat unin- 
formed criticism and wild estimates of 
cost.” 

Referring to the various estimates 
concerning the loss of revenue that 
might result under Sections 452 and 
462—and the range in estimates from 
$47 million to $500 million—the Aus- 
tralian journal observes: “It is unfor- 
tunate that such a progressive step” 
|“‘which would have effected substan- 
tial identification of taxable income 
with accounting profit”] “should thus 
have been nullified.” 


General Ledgers Via Tabulating 
Machine 


William L. Vick, of the Controller’s 
Staff of Stromberg-Carlson Company, 
Rochester, N. Y., writes on “The Gen- 
eral Ledger as a Tabulating Applica- 
tion,” in the N.A.C.A. Bulletin.®® 


“Ledger accountants,” he observes, 


57 Vol. 34, No. 5, October, 1955, pp. 153-154. 


58 Vol. 25, No. 10, October, 1955, p. 413. 


59 Vol. XX XVII, No. 5, January, 1956, Section 1, pp. 611-618. 
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“are succumbing to the attractions of 
the mechanical processes”. The ad- 
vantages are Clear: 


1. A sizeable volume of work both as to 
accounts and to entries, or transactions. 

2. Multiple uses for the punched cards... . 

3. Proper scheduling in tabulating and 
accounting departments. 

4, Close-knit organization and harmoni- 
ous relationships among the depart- 
ments involved. 


Mr. Vick sketches the special design- 
ing needed on the journal voucher 
form; reviews the steps from journal 
voucher to financial reports; outlines 
what must be done to insure smooth 
transition to the tabulated ledger, and 
discusses the machines required and 
what it will cost to do the work. For 
his company, “the approximate cost of 
this work each month is $72, represent- 
ing $58 for the machines, labor and 
overhead and $14 for supplies,” reflect- 
ing savings of some $200 a month as 
compared with the manual method. 

Developing the general ledger tabu- 
lating procedure produced these ad- 
vantages, notes Mr. Vick: 


1. The control methods used are more 
efficient at catching errors before they 
are buried in a complex of other posted 
material. 

. The procedure is more adaptable to 
modern methods. For example, old- 
style ledgers are frequently difficult to 
microfilm because of their size and thus 
have to be stored permanently in their 
original form. Tabulated ledger sheets, 
on the other hand, are eight inches by 
ten inches and easily microfilmed to 
provide a permanent record. 

3. The new method is cheaper where tab- 
ulating is already used to any substan- 
tial degree. An important by-product 
is that the mechanical method frees 
ledger personnel for more important 
tasks of analysis and of developing and 
refining data. 

4. The use of tabulating equipment com- 
bines the best elements of speed and 
flexibility. Economical use of the 
equipment and personnel produces the 
ledger and trial balance quickly, and 
yet the way is open for last minute 
additions without unduly delaying the 
statements or burdening the machine 
department. 


ies) 


Unit Control 


“Mechanized Unit Control” is the 
subject of an article by J. V. Pati, 
Controller, William Filene’s Sons Co., 
Boston, Massachusetts, in Systems.® 


Setting up a unit control to be oper- 
ated entirely by machine “has long been 
discussed in retailing circles.” How- 
ever, notes Mr. Pati, it was rendered 
practical only two years ago when the 
engineers of two business equipment 
firms developed a method under which 
garment price tag stubs “code-perfor- 
ated by a... tag-marking machine, 
could be automatically reproduced into 
a standard ... punch card for subse- 
quent high-speed sorting and machine 
tabulation.” 


The procedure includes perforation 
of sales tags (to which a string or 
clamp has been pre-attached); the 
perforations identify the item and 
price, and offer other significant in- 
formation. 


Upon sale of the garment, the stub 
of the card is torn off and set aside; 
the stubs are collected twice daily 
from the sales station and brought to 
a central point to be fed into automatic 
card reproducers. The output of the 
card reproducer is some hundred tags 
a minute. 


Then the cards are sorted electroni- 
cally and fed into a tabulator which 
produces the printed, detailed sales 
report. This is followed by checking 
the sales figures (in dollars) against 
cash register receipts for the individual 
departments; in addition, the detailed 
breakdown of stock movement may 
be used as the basis for determining 
stock replenishment requirements. 


The system has been found especial- 
ly useful during the Christmas rush 
season. The departments affected met 
no delay in receiving daily sales re- 
ports. Also, they were able to adjust 
stock levels closer to needs. Finally, 
the clerical cost was much less than 


80 Vol. XIX, No. 6, November-December, 1955, pp. 15-16. 
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during the preceding Christmas season. fore, be that the accountant of the future 
should also be something of a papa’ 

f tician, a scientist, an engineer and a man- 

Our Place In The Coming ager, but there is little doubt that his 
Electronic Office duty of interpreting financial results from 

2 the medium of monetary figures into effec- 

Dudley W. Hooper, chartered ac- tive instruments of control should be more 
countant and Chief Organizing Ac- important in the future than it is at 


present. 
He will, therefore, cease to be a book- 
keeper; his function in relation to the 


countant of the National Coal Board 
(of Great Britain) discussed the sub- 





ject of Electronic Accounting’ before electronic accounting processes will clearly 
the Chartered Accountant Students be that of a controller. It should leave 
Society of London, on October 17, him time to think, to appreciate all the 
1955.1 He considered the subject of implications of the figures which are pre- 
automation in the office: the basic pri sented to him, to evolve new means of 
al . In the once , the daS1C prin- control of the industry with which he is 
ciples ofa computer and its facilities dealing, to have his finger more on the 
and limitations ; the types of electronic pulse of affairs than he has had time for 
computing equipment available; the in the past. 


The installation of an electronic com- 


advantages of electronic techniques; 
puter will naturally create considerable 


commercial application of computers ; disturbance in the existing accounting, sta- 
the effect of the use of electronic com- tistical and clerical organizations ; but it is 
puters on office staffs. ere ig a — to — _ it will 
Mh ‘ “ DSN eek. entirely replace any or all of them. Care 
Then he turned to the place ol the must be taken not to use the computer 
accountant . . . in this office of the for anything and everything merely be- 
future.” Here he considered: the com- cause it exists or because it has spare 
puter in its relationship to manage- time available. Many ancillary operations 
meat: electronics and the auditor: the and minor clerical accounting operations 
’ - 7 will still be more economically carried out 
future development of electronic ac- by the simplest manual methods; it may 
counting; the economics of electronic sometimes be more effective to treat ex- 
accounting ; and, finally, the “electronic ceptional items separately than to devise 
office : the system more elaborately than it need 
; be. This tendency to “put everything on 
All of us have pondered the question the machine” is not, of course, limited to 
of the place the accountant will occupy the age gp a it is a trend seen ‘ , 
in the office of the future. Mr. Hooper rier Me nition sony a ne | 


reassures us that we will not “become 
redundant, having no ledgers to keep, 


Ee : Mechanized Accounting 
no analyses to prepare, and apparently : 
no work left the computer cannot do Andrew T°, Linton, chartered ac- ; 
. and even check...”. Mr. Hooper countant, considered “Current Devel- 
makes this prediction: opments in, and Features of Mechan- ( 


_. . the accountant’s work will be one ized Accounting”, in The Accountants’ 
of controller and interpreter. He need Journal of the Philippine Institute of 


con mga’ — about the — Accountants.® In a brief (5-page) 
wor ing ot the computer so as to know paper, he explained the numbering 

when to summon an engineer or a pro- **+ sak an “ral aaa ] 
grammer. But he should also know enough System used 1n electronic computation; 

about the capacity (and limitations) of outlined l:ow electronic machines work 

the installation to be able to advise man- —jn the input, processing, and output ( 
agement whether a particular proposal is . ou c 
é : ; stages. 

either possible or practicable. It follows 3 


that he should, therefore, appreciate fully 

the requirements of management to be [Electronics 

able to harness the computer both. eco- iy oe - 

nomically and efficiently. It may, there- L. G. Sharp, a British accountant, 


61 The Accountant, Vol. CXXXIII, No. 4228, December 31, 1955, pp. 743-748. 
62 Vol. V, No. 3, September, 1955, pp. 182-186. 
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vrites on “An Electronic Switch” in 
Accountancy.® 

“Electronic computers,” he states, 
“can now be said to have joined the 
ranks of the office machines.” Mr. 
Sharp presents an account which “fol- 
low|s] the experience of an industrial 
concern which has decided to install a 
machine.’ The company, “a manufac- 
turing unit above average in size” 
might be considered “fairly representa- 
tive of businesses that should be in a 
position to consider installing a com- 
puter.” 

The account includes sections desig- 
nated: Preliminary Economic Consid- 
eration; Technical Knowledge; Input ; 
Output; Storage; Maintenance and 
Components; Applications; Program- 
ming; The Large Computer. An ap- 
pendix covers the “operating proce- 
dure” of the computers. 


Margin Accounts 


The Controller®* reports that a New 
York City stock brokerage firm has 
installed an IBM machine to mechanize 
the calculation of margin accounts. 

Through the use of punch cards 
which reflect the closing prices of stock, 
the machine computes for each cus- 
tomer’s account the market value of 
the holdings, the debit balance, and the 
amount of the margin or money which 
will be needed to maintain the securi- 
ties held. 

Auditing 
Confirming Receivables 

Frank S. Calkins, CPA, has pre- 
pared “A Report of the Middle Atlan- 
tic States Auditing Panel Discussion— 
Part |” for The Virginia Accountant.® 

One of the participants in the dis- 
cussion of the confirmation of re- 
ceivables, a partner in a large public 
accounting firm, “favored a wider use 
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of the negative confirmation in order 
to keep down the volume of replies that 
the accountant must handle when he 
uses the positive .. . | type.]’’® 


The question arose: “How can you 
be assured that the customer won’t take 
his complaint directly to the client so 
that you won’t know there was a com- 
plaint”, when there is something in- 
correct about the balance whose con- 
firmation is sought. The conferees 
agreed that one never can be sure. 


Considering confirmation of the bal- 
ances due from government agencies, 
the panel suggested these alternative 
procedures: examination of contracts ; 
examination of invoices; inspection of 
checks received ; inspection of shipping 
documents. 

One participant pointed out that 
when he wanted to confirm balances 
due from the government he made 
personal contact with the finance officer 
to whom the request would be ad- 
dressed. He also noted that govern- 
ment officials prefer to have copies of 
invoices submitted, and that they would 
certify these, returning them with a 
covering letter indicating that the in- 
voices were unpaid. 

Some customers refuse to confirm 
accounts receivable because they em- 
ploy a voucher system. It was sug- 
gested that the procedure described 
above concerning the confirmation of 
balances due from the government 
might be employed in such cases. 

It was asked whether, when con- 
firmations of receivables were under- 
taken at dates other than the balance 
sheet date, it is necessary to reconcile 
receivables to the balance sheet date. 
If yes, it was further inquired, how 
much detail is necessary in making 
such reconciliation? May the ledger 
figures for subsequent transactions be 
accepted or is it essential to undertake 


747, November, 1955, pp. 409-411. 


64 Vol. XXIV, No. 1, January, 1956, p. 44. 
65 Vol. IX, No. 2, October, 1955, pp. 13-16, 31. The discussion took place in June, 1955. 


66 Thid., p. 14. 
87 Tbid., p. 15. 


1956 





229 








Current Trends in Accounting—XII 


detailed analysis of all interim tran- 

sactions 768 On this point there was 

disagreement : 
The proponents of the theory that con- 
firmations are made to test the validity of 
the underlying records seemed to agree 
that no reconciliation is necessary; they 
assume that if the records are vz alid at 
one date they may be presumed to be 
valid at another date. Several panel 
members thought that if the internal con- 
trol was such that a detailed reconciliation 
was necessary it would be better to con- 
firm at the balance sheet date; others 
thought it would be appropriate to go back 
to the books of original entry to recon- 
cile the changes, but that it would not be 
necessary to make a detailed examination 
of all sales invoices and cash receipts for 
the interim period. 


Concerning the confirmation of bal- 
ances due from foreign customers, no- 
tation was made of the difficulty in 
getting replies in time for release of 
the annual reports.®® The solution to 
the problem is to confirm the foreign 
accounts at an earlier date or to adopt 
alternative procedures. 


Banks 

In a recent issue™ we discussed 
Marshall C. Corns’ book, ‘Bank Audit- 
ing”’. 

Mr. Corns has now prepared the 
“Corns Audit Kit” containing “all of 
the tools required” in undertaking a 
bank audit. The work includes such 
materials as these: audit information 
sheets; a general audit procedure; a 
bank audit schedule (made up of 5 
pages listing the steps which must be 
performed and providing space for the 
name of the auditor assigned, the time 
the work was started and the time the 
work was finished). In addition, sheets 
are provided outlining the audit steps 
for each of the processes noted in 
the bank audit schedule and forms 
are supplied for the insertion of the 
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figures and data representing the re- 
sults of the audit work. 

The kit, in 11% x 14” unbound 
form, is made up of several hundred 
sheets. In all, there are “94 pages of 
procedures and questionnaires cover- 
ing over 300 general ledger accounts,” 
as well as some 150 transcript and 
schedule forms for use in applying the 
appropriate auditing procedure. 

Typical of the thoroughness with 
which the manual has been assembled 
and illustrative of its usefulness to 
bank auditors is the following summary 
of the contents of pages 65 and 66, 
covering the “Audit of Other Liabili- 
ties Accounts.” 

Space is provided for the dollar total 
of “Other Liabilities”, followed by 9 
lines for dollar totals of sub- divisions. 
These are followed by a tabulation of 
17 items representing the procedure to 
be followed, including cross-references 
to schedules (submitted as Exhibits 
later in the manual) which must be 
prepared. Then is presented a ques- 
tionnaire made up of 10 items, as 
follows: 


A. Are any items carried in the Ac- 
counts Payable Account which more 
properly belong in another Liability 
Account classification ? 

Comment. 

B. Are any items carried in the Accounts 
Payable Account which represent un- 
paid obligations of the bank for pur- 
chases of supplies, equipment, prem- 
ises, etc. ? 

Comment. 

C. Is the Tellers Difference Account 
active? 

Does review of the Tellers Difference 
Account disclose a pattern? 

D. Are details of the Tellers Difference 
Account submitted to the Board of 
Directors for approval? 

How often? 

E. Are all items in the Hold Over Credit 
Account proper hold over credit items? 
Comment. 
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F. Is the action of the Board of Di- 
rectors in declaring dividends properly 
approved and recorded in the minute 
book? 

G. Are all Rediscounts approved by offi- 
cers or the Board of Directors in line 
with the provisions as set forth in the 
By-Laws? 

H. Are all drafts “Accepted” in behalf 
of the bank executed in accordance 
with the loaning authority established 
by the Board of Directors? 

List exceptions. 

I. Are all Advances Secured by Pledges 
of Securities approved by action of 
the Board of Directors? 

Comment. 

J. Are there any items carried in the 
Sundry Liabilities Account which 
should more properly be carried under 
another liability classification? 

List on separate schedule and com- 
ment. 


This work is recommended to our 
readers. 


Reducing the Audit Cost 


Mortgage Banks 


Management’s side on the subject of 
the reduction of the'cost of audits is 
presented in succinct form by Dan W. 
Middleton, Jr., Treasurer of Bisbee- 
Baldwin Corp., Jacksonville, Florida, 
in his paper, “Careful Planning by 
Auditing Officer Can Reduce Audit 
Costs”, in The Mortgage Banker. He 
points out the “trend today among 
CPA’s”, namely, “to have a company’s 
staff do as much of the clerical detail 
as possible in preparing audit schedules 
and work sheets’.78 

Based upon his accounting training 
and experience, as well as activity in 
his present post, this writer discusses 
the economies in the cost of external 
audits, which pre-audit conference, 
planning, and client-collaboration may 
help effect. 

The company’s accounting officer, 
Mr. Middleton notes, should provide 
the independent auditors with the bal- 
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ance sheet, an operating statement, and 
a statement of surplus; the external 
accountants then “could devote their 
entire time to their principal function 
—auditing’”. Bisbee-Baldwin Corp. 
found its own public accountants “in- 
terested and cooperative in the develop- 
ment of a program to minimize clerical 
work in [the] annual audit.” 
Auditing costs were reduced 40%. 


In addition to the financial state- 
ments, schedules of bank accounts and 
reconciliations were prepared in appro- 
priate form, copies being supplied to 
the public accountants. In reconciling 
the bank accounts, “the outstanding 
checks were listed on a carbonized 
adding machine tape printing the check 
number, non-add, followed by the 
amount.” That this was a decided time 
saver for the auditors is observable, of 
course, when it is noted that the client 
company had 35 bank accounts. 


Numerous other schedules were pre- 

pared including, “as a by-product of 
[the mortgage bankers’] regular 

year-end closing,” a mortgage balance 
and escrow trial balance, in which each 
account was identified by loan number. 
This made it unnecessary for the audi- 
tors to schedule some 5,000 loans. The 
company provided confirmation re- 
quests which had been imprinted by 
addressograph stencils, and on which 
had been filled in dates and balance 
figures. The accountants verified the 
figures rapidly and mailed the requests 
for confirmation. Many other analyses 
and schedules were prepared, includ- 
ing: 

1. Trial balance of rent department ac- 
counts. 
Schedule of salaries and commission 
for year, with reconciliation to control 
accounts. 
Analysis of borrowed capital for year. 
Analysis of miscellaneous expenses. 
Analysis of miscellaneous income. 


Schedule of fixed assets showing 
changes during current year with date 
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and cost, and depreciation for current 

year. 

Schedule of sundry 

notes receivable. 

8 Schedule of mortgages held for in- 
vestment, showing security collections 
during year, and accrued interest. 

9. Schedule of notes payable and recon- 
ciliation, with notes due banks segre- 
gated from notes due others. 

10. Schedule of taxes and licenses. 

11. Schedule of donations. 


accounts and 


“I 


As public accountants we do not 
generally hear much about the client’s 
difficulties in assembling such materials. 
On this point, Mr. Middleton observes, 
“In accomplishing this program, some 
additional work was required and close 
internal supervision was necessary to 
prepare usable work papers. However, 
we found the savings well worth our 
effort.” He continues, “With a little 
planning any mortgage company may 
make a worth-while savings with a 
similar program.” 

In view of the difficulty experienced 
by practically all public accounting 
firms in obtaining adequate staffs of 
well-trained, capable men, practicing 
accountants will find Mr. Middleton’s 
account most interesting. It reflects a 
client’s effort to provide its independent 
accountants with schedules and analy- 
ses for the purpose of aiding them, 
reducing the length of time needed for 
the audit, and, consequently, bringing 
about a reduction in the audit fee. 


lospitals . 

Edward P. Lee, CPA, of the firm of 
Horwath & Horwath, hotel account- 
ants, discussed ‘“‘The Hospital Account- 
ant and the Public Accountant” at the 
13th Annual Institute of Hospital Ac- 
counting, at Indiana University last 
Summer. 

The public accountant can aid the 


tember, 1955, pp. 2-3. 


hospital accountant, notes Mr. Lee, 
through the suggestions to the board 
of trustees and the administrator of the 
hospital. It appears that more attention 
is given such suggestions from out- 
siders since “no one can be a hero in 
his own home town.” Thus the visiting 
independent accountant “can assist 
hospital operation materially by making 
suggestions for developing accurate 
sources of information.” Further, he 
can aid in the maintenance of effective 
internal control, which will tend to 
reduce temptation to employees in 
trusted positions, 

On the other side, the hospital (in- 
ternal) accountant can speed up the 
preparation of the institution’s annual 
report and reduce the length of stay 
of the visiting accountant by undertak- 
ing as much of the “preliminary work” 
as practical before the external audit 
begins. 

Based upon his experience, Mr. Lee 
provides a list of schedules and an- 
alyses which may be prepared for the 
visiting auditors. 


Paints and Varnishes 


Case studies in internal control and 
audit are always interesting to practi- 
tioners. Here is one based on Austra- 
lian practice. Representing “an ex- 
ample showing the system, organisation 
and accounting procedures of a manu- 
facturing company, together with a 
suggested auditing programme,’ the 
illustration is contained in a_ paper 
presented at an accountancy congress 
held by the Queensland Division of 
The Australian Chartered Accountants 


Research Society, at Toowoomba, 
Queensland, last June. 
The company described manufac- 


tures paints and varnishes and distri- 
butes the finished products at wholesale. 
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In addition, other products “associated 
with the industry”, for example, lac- 
quers, wallpaper, and brushes, are 
bought from suppliers and resold to 
the paint and varnish customers. 


The case study describes the com- 
pany, beginning with its method of 
organization. Then, in detail, are con- 
sidered the production department, the 
sales department, and the accounting 
department. Following this, the ac- 
counting procedure dealing with cash 
receipts, cash disbursements, bank re- 
conciliations, and sales are considered. 
Lastly, an audit program made up of 
one hundred and twenty-nine steps, 
and running some six double-column 
pages, is offered. 


Testing the System of 
Internal Control 


What procedure should the auditor 
employ to ascertain whether the inter- 
nal control is adequate? 


W. S. Gilkison, accountant, of New 
Zealand, writes on “Aspects of In- 
ternal Control” in The Accountants’ 
Journal (New Zealand).*® He points 
out that the accountant obtains his 
information by observation, question 
and answer, and inquiry of executives 
and staff members. The form and 
order in which the questions are pre- 
sented varies. For example, the ac- 
countant may “take a few sample 
transactions and follow them right 
through the accounting system from 
start to finish, noting in particular the 
points at which check and authority 
should be imposed.” As an alternative, 
the accountant may ask his questions 
based on an audit check list or internal 
check questionnaire. 

Such lists are “guide[s] only, ... 
|do] not interfere in any way with 
the practitioner’s duty to exercise his 
professional discretion.” 

Current day auditing, Mr. Gilkison 
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notes, requires “accuracy and checking 
ability as of yore, but ...also...a 
very wide discretion which can only 
come from the full exercise of knowl- 
edge, experience and imagination.” 


He concludes: “To establish the cor- 
rectness of entries in the books is one 
thing, to anticipate and remedy the 
weaknesses before things have gone 
wrong is a very different thing. The 
latter implies accounting ability of a 
much higher standard, and is approach- 
ing the higher service which the auditor 
should be able to undertake.” 


Costs 
Incentive Payments as Costs 


The Controller™ notes that the De- 
partment of Defense is working on a 
revision of Section 15 of the Armed 
Services Procurement Regulations, 
concerning allowable costs. 


The question relates to the way in 
which such elements of cost as in- 
centive payments, profit-sharing agree- 
ments, and bonuses are handled in 
cases where more than one-quarter of 
the company’s business is with the 
Department. 


Uniformity is needed : although, cur- 
rently, the Navy is “inclined to allow” 
such costs if the claims “are reason- 
able,” the Air Force “opposes the 
allowance of such costs.” 


Carrying Pension Rights to the 
New Job 


Commerce Clearing House reports™® 
the growth of a movement which would 
permit a worker who changes his job 
to take his pension rights along with 
him. The movement received accelera- 
tion with the settlement of labor 
troubles in the automobile industry last 
year. 

“More and more workers,” states 
Commerce Clearing House, “may come 
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under such plans through similar pro- 
visions in contracts coming up for 
negotiation.” 

The cost of the new pension proce- 
dure “overshadowed at the time by the 
furor over the announcement of the 
guaranteed annual wage,” may prove 
to be as great in the long run. 

It is to be noted that under plans 
now in effect, costs are figured on the 
theory that there will be workers who 
drop out of the pension plan each year ; 
under contracts which permit carrying 
pension rights along as workers change 
jobs, “all workers will have a perma- 
nent equity [emphasis added] in their 
shares.” Further, an added cost will 
be that of the clerical work; “an 
amount of paper work impossible to 
calculate” will be needed, since “each 
time an employee with a vested pension 
interest leaves a company, either the 
company or the pension fund trustee 
will be required to keep track of him 
until he is 65 to make sure he gets 
what is coming to him.” 


Break-Even Analysis 


In a paper called “Break-Even An- 
alysis—Handle with Care”,’® Ashley 
Forster cautions that while for some 
businesses such analysis may be a vir- 
tually useless technique, under proper 
circumstances it may be applied to an 
entire business, individual departments, 
plants or products, and possibly, “in 
the extreme’’, even to individual sales- 
men. One must understand “the as- 
sumptions which lie behind the draw- 
ing of break-even charts”; “it is as 
foolish to assume away the difficulties 
as it is to imagine that they do not 
exist, may be safely ignored, or arbi- 
trarily flattened out by a little, simple 
arithmetic.’®° 

The primary purpose of break-even 
analysis is, “to indicate, in an approxi- 
mate fashion, a cost-volume-profit rela- 


tionship within limited periods of time 
and limited ranges of reasonably ex- 
pected volume.’’S! 

To illustrate the hazards in using 
break-even analysis: where a company 
has a number of manufacturing plants 
located at various points, the wage 
scales may vary; prices of materials 
may differ; expense structures may he 
unlike. Asa result, for each plant the 
cost per unit at the break-even point 
may be quite different. Such “family” 
of cost structures, in a situation where 
the output cannot be expanded uni- 
formly at all locations, “will automati- 
cally invalidate any projection of total 
costs against any composite output or 
turnover figures.”®? 

And if a company offers a number 
of different products, it may well be 
that the composition of the total pro- 
duction, or the parts of each line of 
products which enter into the aggre- 
gate sales volume, may vary consider- 
ably. In the break-even analysis, should 
one try to “provide for this by way 
of suitable corrections”, unusual com- 
plications may result because another 
variable may be present, namely, differ- 
ing profit margins among the lines 
being handled. 

In brief: use the break-even analysis 
but “handle with care”. 


Ethics 
Competitive Bidding: Florida 


This abstract is from an opinion 
by Florida’s Attorney General on the 
subject “whether or not professional 
services are subject to competitive bid- 

arate : 5 
ding in the absence of a specific law 
requiring such bidding: 

“In general, there are certain types of 
contracts and provisions ordinarily con- 
sidered not to be within the purview ot 
competitive bidding statutes. The employ- 
ment of accountants, engineers, surveyors, 
building inspectors, artists, construction 
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superintendents, and the like . . . have 
usually been held not to be within such 
statutes,” 83 


Amend the Rules of Professional 
Conduct? 


The Committee on Professional 
Ethics of the American Institute of 
Accountants is studying these sugges- 
tions for amending the present rules 
of conduct :84 


1. Should not the publication of cards in 
public prints announcing address or 
partnership changes be abolished? 
Should not contingent fees in all mat- 
ters be abolished? 

3. Should not there be a statement on 
the CPA’s ethical responsibilities in 
tax practice and in management ser- 
vices ? 

4. Should not there be a rule requiring 
notification to existing auditors by a 
firm succeeding them on an engage- 
ment ? 


bh 


Concerning item 4, this column has 
from time to time noted that in Great 
Britain, under the rules of professional 
ethics of the accounting societies, ac- 
countants invited to take on new clients 
are required to communicate with 
accountants they are to supersede, to 
ascertain whether there are any ethical 
reasons why the new accountants can- 
not undertake the work.®® 


Accounting Theory — 
Puzzled 


Charles W. Aston, of London, has 
written to the editor of The Account- 
ant®® reflecting his puzzlement on this 
point. In the late 1920’s downward 
revaluations of fixed assets were ef- 
fected because companies “were finding 
it impossible to earn profits on the con- 
ventional accounting basis owing to the 
high prices at which they had bought 
plant and equipment and stocks [mer- 








chandise].” Inventories, too, were 
written down and “the resultant losses 
[from such write-downs] were either 
written off the share capital or against 
the reserves.” Thereafter the charge 
for depreciation was less, “trade losses 
were replaced by trading profits and it 
was possible to resume the payments 
of dividends.” 

Mr. Aston “ .. . [does] not recall 
that any objections were raised at the 
time... .” 

Now, however, when asset values are 
well above original cost, objection is 
met to increasing the depreciation 
charges, thus reducing the amount 
available for dividends. He concludes: 
“No one has yet explained to my 
satisfaction why what was done in 
1929 is right, and what a great many 
people feel should now be done, is 
wrong.” 


Value 


Value, most accountants will agree, 
is relative rather than absolute. The 
value of a piece of property for in- 
surance purposes, points out the 
Clients’ Service Bulletin, issued by the 
American Appraisal Company,’* may 
be quite different from that represent- 
ing “fair market value as between a 
willing buyer and a willing seller. . . .” 


The value of a piece of industrial 
property which a manufacturer antici- 
pates using for.many years is, to him, 
the cost to reproduce less the appropri- 
ate allowance for depreciation. 


But should the management decide 
to move to another location and aban- 
don its present plant “the value of the 
property detached from the business 
and considered a piece of real estate 
placed on the market for sale may 
represent a far lower figure”. In part, 
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this might be because the equipment, 
for example, machine foundations, 
piping, and power feed wiring, “may 
have little or no salvage value”. 

We would all concur with the Bulle- 
tin that “the term ‘value’ may be 
confusing because of the different 
gradations of meaning depending on 
the circumstances surrounding its de- 
termination and the legal definition of 
it applying in the individual case. An 
item or property may have different 
values at the same time, such as insur- 
able value, fair market value, liquida- 
tion value, and others.” 


Research 
Professor John Arch White, of the 


University of Texas, and president of 
the American Accounting Association, 
has assembled a number of abstracts 
of doctoral dissertations in accounting 
in The Accounting Review for Janu- 
ary, 1956.88 

He presents summaries of these 
papers of special interest to practition- 
ers: “Adaptability of Accounting to 
Different Social Systems,” by I. J. 
DeMaris, written at the University of 
Illinois in 1955; “A Comparison of 
Accounting Concepts and Standards 
I°xpressed in a Selected Group of Col- 
lege Textbooks with Other Current 
Literature”, written by Lincoln J. Har- 
rison, at Ohio State University in 
1953; “The Federal Income Tax: 1861 
to 1872”, written by Harold Q. Lan- 
genderfer at Indiana University in 
1954; “The Theory and Technique of 
Cost Accounting in the Hosiery Indus- 
try”, written by A. Weyman Patrick 
at the University of Michigan in 1955 ; 
“Accounting Theory and Practice Con- 
cerning the Use of Net Worth”, writ- 
ten by Donald H. Skadden at the 
University of Illinois in 1955. 

These papers represent the results 


88 Vol. XXXI, No. 1, pp. 109-118. 


of many years of research work. Read- 
ers interested in the subjects will 
unquestionably find the papers of con- 
siderable use. Those who wish to 
inspect a particular study are invited 
to write to its author or to the library 
of the university where the thesis was 
submitted. 


Reserves 

Walter G. Kell, CPA, Chairman of 
the Accounting Department of the 
College of Business Administration, 
Syracuse University, Syracuse, New 
York, discusses “Recent Developmenits 
in Accounting for Reserves” in The 
Controller.®® He reviews the contribu- 
tions of the American Institute of 
Accountants and the American Ac- 
counting Association toward the im- 
provement in the terminology for re- 
serves and in accounting for reserves, 
noting their agreement that the term 
“reserve” is to be avoided in designat- 
ing asset valuation accounts and esti- 
mated liabilities. 

Professor Kell points out the Amer- 
ican Accounting Association’s prefer- 
ence for the disclosure of appropria- 
tions of recent earnings by means of 
footnotes, parenthetic references, or 
the company president’s letter to 
stockholders.® 

Iinally, he reports the degree to 
which business and industry have ac- 
cepted the newer terminology recom- 
mended in place of the word “reserve”, 
providing tables, based upon the pub- 
lished reports of large corporations, 
reflecting the frequency of occurrence 
of such terms as allowance, rescrve, 
provision, and various others.*! 


The Four Corners of the World 


Mary FE. Murphy, CPA, has pre- 
sented, in The South African Account- 
ant,®? the first of a series of four 
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papers on “Professional Accountancy 
in the World’s Four Corners”. 

Discussing “the international view- 
point in accountancy” Professor Mur- 
phy considers the need to break down 
“international barriers to  [account- 
ancy] practice.” These barriers have 
been erected “by dissimilarity of lan- 
guage, culture or code.” Dr. Murphy 
notes that there are “many uncharted 
areas in accounting theory,” for ex- 
ample, national income or social ac- 
counting. Only recently has there 
grown a “new awareness, both within 
and without professional circles, that 
accounting is a social force in the 
economy.’ 

Debatable theoretical issues should 
be eliminated, the professor points out, 
and more expansive university study 
and research in accounting and related 
fields are needed: “most of us are 
quite content to let professional mat- 
ters drift along under their own iii- 
petus, rather than to exert a definite 
effort to plan tomorrow’s develop- 
mental stage.” 

The latter point, observes Miss 
Murphy, “has always been the weak- 
ness in accountancy—the reliance on 
the ability of the individual, rather 
than on the activities of the profession- 
al group, to sustain technical growth.”** 


Indictment 


An echo of “Truth in Accounting,” 
by Kenneth MacNeal, CPA,® is found 
in the paper “An Indictment of the 
Profession” by N. Spencer, accountant, 
of New Zealand, in The Accountants’ 
Journal (New Zealand).°* Mr. Spence: 
considers that we accountants “are 
guilty of neglect in that we have not 
exercised reasonable diligence in ad- 
justing our accounting techniques to 
cope with inflationary conditions.” 

93 Ibid., p. 125. 


94 Idem. 


In basing depreciation on historical 
values, for example, we are “obviously 
not stating it in terms of current... 
| values] and the result will be under- 
statement of costs and overstatement 
of income.’ 

I‘ixed assets should be revalued 
periodically in the balance sheet; in 
times of deflation, the procedures ini- 
tiated in periods of inflation could be 
reversed. 

It is generally recognized, Mr. 
Spencer notes, that the purchasing 
power of money fluctuates. The tech- 
niques to cope with it “are a relatively 
simple matter’, but these difficulties 
prevent the acceptance of the tech- 
niques : 

(1) The scarcity of accountants who are 
prepared to make definite recommen- 
dations to management for the adop- 
tion of improved techniques and more 
realistic presentation of income, capi- 
tal and yields. : 
The fact that some directors have a 
tendency to present a rosier picture 
than is actually the case. These di- 
rectors should examine their con- 
sciences because public opinion is a 
very powerul force. In the long-run, 
the factual position is the best one 
for directors to present. 

The difficulty of finding a few major 
companies who are far-sighted enough 
to make the change. 


-“-~ 
~ 
— 


(3 


~~ 


Public Relations 
Become Public Relations Minded 


C. B. Storms, of the Oklahoma So- 
ciety of CPAs, writes on “Public Rela- 
tions of CPA’s” in The Certified 
Public Accountant, bulletin of the 
Society.°® “It is generally agreed”, he 
points out, “that CPA’s have been any- 
thing but public relations minded, may- 
be because it seemed too much like 
self promotion and therefore unethi- 
cal.” 


95 Philadelphia, University of Pennsylvania Press, 1939, pp. 334. 
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This thinking, he suggests, should 
be abandoned; we should start ‘‘mold- 
ing public opinion by selling the public 
on our qualifications, place, and im- 
portance, in today’s society.” 

“No one,” says this practitioner, 
“ever took the time or trouble to criti- 
cize the small and unimportant man”, 
but as the number of CPAs grows, 
and as we become more important as 
a profession, “we suddenly find our- 
selves being sniped at from the front 
while others are trying an infiltration 
movement thru the back door in order 
to avail themselves of our prestige.” 

We must become public relations 
minded, he advises; we should make 
addresses before civic clubs about in- 
come taxes; help put before the news- 
papers the American Institute of Ac- 
countants’ articles on income taxes. 


Publicity 


The Iowa Ready Mixed Concrete 
Association, “planning a series of dis- 
trict and area meetings throughout the 
state of Iowa”, invited the lowa So- 
ciety of CPAs to provide a CPA to 
address the group “about the services 
of the CPA” and to “discuss in an 
informal way the needs of all business 
for ‘good wholesome advice from some- 
one with a wide knowledge of general 
business practice’ ’’.%° 

The Society will ask members from 
various parts of the State to address 
the Association’s meetings. 


Social Awareness 


Our public relations require im- 
provement, points out the Bulletin 
of the Georgia Society of CPAs.1” 
Avoiding blatant presentation of our- 
selves before the community, we must 
nevertheless direct the public’s atten- 
tion toward our profession or “we shall 
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never procure their acceptance and 
support to the extent which we de- 
sire.” 

Our group public relations need not 
be “a form of selling something by a 
sweet-talking sales pitch”; perhaps we 
should call our program “a public in- 
formation program” rather than a pub- 
lic relations effort. 

The Bulletin warns that “We must 
emerge from our dusty ledgers and 
become articulate advisers of busi- 
ness”, since “we are all too frequently 
considered by the public to be ‘glorified 
bookkeepers.’” Our need is for men 
“of wide vision” who will “constantly 
urge us in the exploration of new ac- 
counting areas and services.” As we 
increase the scope of our work we will 
be brought “more in contact with the 
public, thereby increasing our need for 
favorable public relations.” 


CPA Examinations; Certification 
New Part on CPA Exam: Idaho 


The Idaho CPA‘ reports that the 
state’s Board of CPA Examiners is 
adding to the CPA examination a new 
section covering the “practice of ac- 
countancy from a standpoint of Stand- 
ards of Performance.” 

The Board requested the president 
of the CPA Society to appoint a com- 
mittee to aid in formulating the ex- 
amination. The materials to be studied 
by candidates will include John L. 
Carey’s book, “Professional Ethics of 
Public Accounting.”’?° 


Experience Requirements 
United States 


The Arkansas Society of CPAs’ 
Newsletter reports that the experience 
requirements for admission to the 
CPA examinations range from no ex- 


99 Jowa Society of Certified Public Accountants Bulletin, Vol. 2, No. 10, September, 
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101 Vol. 6, No. 2, September 6, 1955, p. 1 (membership bulletin of the Idaho Society 


of CPAs). 


102 American Institute of Accountants, New York, N. Y., 1946, pp. 136. 


238 





April 











19 











Current Trends in Accounting—XII 


perience whatever up to five years. 
Three states, it appears (Delaware, 
Montana, and Nebraska), “apparently 
require no experience.”?0 


Australia 


Council of The Institute of 
Chartered Accountants in Australia 
reports agreement that “when condi- 
tions permit [emphasis added] there 
should be a general move towards a 
higher [educational] standard” for 
those taking the Institute’s examina- 
tions.1°4 

Concerning experience, the Council 
put into effect this somewhat severe— 
by American standards—additional re- 
quirement for admission to its ex- 
aminations : 


The 


Service Conditions—From July 1, 1956, 
the service conditions for examinees are 
to be altered so that all examinees will 
require not only to be in the service of 
a chartered accountant at the time of sit- 
ting for an examination, but alse to have 
had at least 12 months of the required 
period of service immediately prior to ex- 
amination. 


General 


Australian Visitor’s Report 


Those of our State Society members 
who attended the Fall, 1955, meeting 
of The American Accounting Associa- 
tion, in Philadelphia, will find particu- 
larly interesting the report on the con- 
vention prepared by Louis Goldberg, 
Senior Lecturer in Accountancy at the 
University of Melbourne, Australia, 
for The Australian Accountant. Mr. 
Goldberg’s account covers the techni- 
cal meetings as well as the other as- 
pects of the program. As an Aus- 
tralian he observed, and expresses his 
appreciation of, many things that 
American visitors are accustomed to 
take for granted. 

The Australian visitor reviews the 
background and history of the Ameri- 


103 October, 1955, p. 4. 


can Accounting Association; discusses 
the setting (‘‘Philadelphia, which still 
retains something of the character 
and atmosphere of the eighteenth cen- 
tury and which is one of the truly 
historic cities of the United States” 
considers the technical program at 
length, reporting the entire program 
and summarizing the talks; discusses 
the social program (“At the banquet 
table, each lady was presented with an 
orchid, each gentleman with a bronze 
replica of the Liberty Bell, which is 
one of Philadelphia’s proudest pos- 
sessions’) ; describes the program for 
ladies and children. 

Perhaps our readers will be inter- 
ested in the Australian’s further notes 
concerning Philadelphia: “Philadel- 
phia, however, is also a modern city, 
and as we entered the University, we 
saw evidence of a signally modern 
problem in a notice indicating that a 
curfew on teenagers is imposed at 
10:30 p.m. each night.” ° 

Mr. Goldberg closes his report on 
this note: “The convention was a 
place for many new friendships for 
us, and we hope to have contributed 
even a little towards effecting a closer 
bond between the peoples of two coun- 
tries who have much in common, and 
who are, on our observation, greatly 
alike in many ways.” 

The writer of this column met Mr. 
Goldberg—who is a frequent con- 
tributor to the Australian and British 
professional accountancy journals—at 
the convention and discussed with him 
points of mutual interest in profes- 
sional work and teaching. He was 
then on “overseas leave” from the 
University of Melbourne and, with 
Mrs. Goldberg, who was also present 
at the convention, had just returned 
from England. They planned to visit 
a number of other American universi- 
ties before returning to Australia. 


It was icdeed pleasant to make the 
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acquaintance of these charming visi- 
tors. 


Anniversaries 
150th 


The Accountant® reports the cele- 
bration of the 150th anniversary of the 
founding of the firm of Harmood 
Banner, Lewis & Mounsey, chartered 
accountants of Liverpool and London. 
The firm was founded in Liverpool in 
1805 by Harmood Banner, who began 
practice as an accountant that year. 


Quarter Century 


The Association of Public Account- 
ants in Israel is celebrating the 25th 
Anniversary of its founding. The 
membership of the organization is 
made up of persons entitled to practice 
in Israel as public accountants under 
the Accountants’ Ordinance of 1955 
and “comprises practically all the Ac- 
countants registered in Israel under 
this Ordinance.”!& The objects of 
the Association are: 


To act as a central body for the Public 
Accountants in Israel; to promote their 
professional well-being and to protect 
their interests; to facilitate the profes- 
sional and social intercourse between the 
members; to keep watch over legislation 
affecting "them; to safeguard the main- 
tenance of ethic: al professional standards 
between themselves and between members 
of the public; to advance the standards of 
skill and proficiency among members and 
among entrants to the profession; to pro- 
tect the interests of the members. 


The Association’s activities at present 
include : 


The publication of the “Certified Public 
Accountant”, the only professional peri- 
odical in Isr: ael; active participation in the 
Audit and Accountancy classes of the 
High School of Law and Economics in 
Tel-Aviv and of the Haifa Institute of 
Accountancy conducted by the Haifa Mu- 
nicipality; the maintaining, in conjunction 
with the Central Union of Clerical Offi- 


cers, the organising and supervising the 
examination for the diploma in  Book- 
Keeping and Accounts; research on pro- 
fessional problems through its subcom- 
mittee on Accounting Principles and pub- 
lication of their findings; the holding of 
courses, lectures and seminars; upkeep of 
a library of professional text books and 
periodicals ; maintaining active contact with 
accountancy bodies in other countries and 
participating in international congresses; 
the representation of the profession on 
Governmental Committees and Commercial 
and Industrial bodies. 


Clearly imprinted in each issue of 
the Association’s journal is the cau- 
tion: “Members of the Association are 
not allowed to advertise or circularize 
for business.” 

Although the articles in the journal 
are in Hebrew, each issue contains 
summaries of the articles in [nglish. 
The October-December, 1955, issue 
contains an editorial on “The Public 
Accountant” (the magazine itself) ; 
also, articles on: “The Responsibility 
of the Accountant”; “Standard Com- 
putations for Income Tax Purposes”; 
“The Chartered Accountants 75th Ju- 
bilee’;  “‘Net Worth’ Prosecution 
and the Onus of Proof’; “The Audit 
of Inventories”; “The Position of the 
Minor in Commerce”; “Depreciation 
during Periods of Inflation’; “The 
Income Tax Law in Daily Practice”; 
and “Objection and Appeal in Income 
Tax Matters”. 


Now We Pay The Extra Postage 


The “Accountant's Weekly Report’ 
points out that the Internal Revenue 
Service will no longer pay the postage 
on bulk shipments of tax forms which 
weigh more than 4 pounds. 


A government ruling permits the 
mailing, postage-free, of packages up 
to four pounds, but there is no provi- 
sion for postage-free shipments of 
heavier packages. The Service con- 
siders that the additional mailing cost 
should be a business expense of the 


106 Vol. CXXXIII, No. 4226, December 17, 1955, p. 695. 
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practitioner, and should not be paid 
by the government. 


Income Tax Considered in Personal 

Injury Case: England 

On December 8, 1955, The Account- 
ant'°® reports, the House of Lords 
reversed a ruling, in effect for a 
long period, concerning the assessing 
of damages for loss of earnings in 
personal injury cases.1!° 

It had been the practice, notes the 
journal, for the courts to make no 
deduction for income tax or surtax 
which might have been sustained on 
the earnings had they been received. 
In the future, it appears, the trial judge 
will have to make appropriate deduction 
for this item. 

The Gourley case concerned a chart- 
ered civil engineer who was injured 
in a railway accident. The trial judge 
awarded him damages of £47,720. No 
deduction was made in arriving at this 
figure for taxes which Gourley would 
have had to pay on his earnings had 
he not suffered the accident. 

After noting that no distinction could 
be drawn between a case where tax 
is deductible “under P.A.Y.E.” (“pay 
as you earn”—cf. “withholding” in the 
United States) and where taxes were 
payable by direct assessment, the Court 
pointed out that to ignore the tax 
element would be unrealistic. It was 
further noted that the obligation to 
pay taxes was always present in the 
minds of those who had to pay them; 
no sensible person regarded his earn- 
ings as available income. Thus the 
question was what loss the respondent 
had actually sustained. 

The tax liability was fixed at £31,025, 


and the damages awarded reduced 
correspondingly. There was one dis- 
*sent.11 > 


Performance Budgeting 


The last decade in public administra- 
tion has seen the growth of a new type 
of budgeting known as “performance 
budgeting.”"* This is to be distin- 
guished from conventional budgeting 
in that “under the performance concept 
of budgeting, the dollar figures in the 
government’s financial plan are pre- 
sented on an activity basis and are 
based to a maximum degree on unit 
cost, manpower statistics, and related 
indices of measurement whereas in the 
orthodox budget the presentation is 
exclusively in terms of salaries, sup- 
plies, equipment, and other objects of 
expenditure without any activity ac- 
complishment as such.”!44 

A series of papers dealing with per- 
formance budgeting in various Ameri- 
can cities was presented at the 1955 
Municipal I*inance Officers Conference 
in New Orleans, Louisiana, last Spring. 
John A. Donaho, a management con- 
sultant of Baltimore, Maryland, de- 
scribed “Performance Budgeting in 
Maryland.”"* And Robert B. Elmore, 
Budget Director for the city of Rich- 
mond, Virginia, discussed “Perform- 
ance Budgeting in Richmond, Vir- 
ginia.”" “Performance Budgeting in 
Boston” was reviewed by Joseph P. 
Lally, City Auditor for the city of 
3oston, Massachusetts." 

In addition to his brief paper in 
Municipal Finance summarizing these 
three case studies on performance 
budgeting, Lynn F. Anderson, Assist- 
ant Director of The Institute of Public 
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110 Citing British Transport Commission v. Gourley (The Times, December 9, 1955). 


1 The . 


Accountant cites earlier treatment of the same point in F airholme v. Firth and 


Brown (194 L.T. 332, 1933) and Billingham v. Hughes (1 K.B. 643, 1949). 
112 Anderson, Lynn F., “Case Studies of Performance Budgeting in Maryland, Rich- 


mond, and Boston, 
113 [bid., p. 67. 

114 Tbid., pp. 69-77. 
115 [bid., pp. 77-80. 
116 Tbid., pp. 80-81. 


1956 


” in Municipal Finance, Vol. XXVIII, No. 2, November, 1955, pp. 67-68. 


241 








Current Trends in 


Affairs at the University of Texas, 
reported the major questions and an-, 
swers developed during the discussion 
phase of the performance budgeting 
session at the Conference.' 


Budget Post 


Accountants were pleased to note the 
advancement of Percival P. Brundage, 
of our Society, and formerly senior 
partner of Price, Waterhouse & Co., 
from Deputy Budget Director (to 
which post he was appointed in May, 
1954) to Director of the Bureau of 
the Budget.1% Mr. Brundage, a mem- 
ber and past president of the American 
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Institute of Accountants, has also been 
president of the National Bureau of 
Economic Research. In 1951 delivered 
the Dickenson Lectures at Harvard 
University.1!® 


Statistics 


The California State Board of Ac- 
countancy has reported that there were 
5,256 CPA certificates in force in the 
state at January 1, 1955; approximate- 
ly 15 years before (on September 30, 
1940) the total number of certificates 
in effect was 1,410.12° 

The occupations of the 5,256 in- 
dividuals were as follows: 





% 

Bese een Aia TCT ANTAENEIN ANS 20 x5 Iaidic'ic:0.oaivi 49!) kis i aa saci nce aoa slo winters Glee’ 2,420 46.0 
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In business as accountant or auditor ........cccccccsccccssccccecs 795 15.1 
[nieovermment 25 accountant OF AUGIOL <...6:.6:560cisecdac coe scenes 256 4.9 
Ran ARINIA TI DOCAVALIOD) 0 ahaioisls a4. 4) 4 0.4.0.0 010 Sp rdis esl ecatnw el olare wile 292 5.6 
TapG OF ANOLE ACCOUNTAR  ACLIVINES) 6 oisicc ces 654.805 ale v5 die Seewns's 31 6 
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International Congress 


The Congress Committee for the 
7th International Congress of Account- 
ants, to be held in Amsterdam, Hol- 
land, this fall, has issued a list of the 
subjects to be discussed at the Con- 
gress. 1"! 

Accountants, gathering from all over 
the world, will consider these matters : 


1. Principles for the accountant’s profes- 
sion, 

2. The accountant’s certificate from an 

international viewpoint. 

The internal auditor. 

4. The verification of the existence of 
assets. 


Ww 


117 Jbid., pp. 81-82. 


5. Budgeting and the corresponding mod- 
ernization of accounting. 

6. Business organization and the public 
accountant. 

7. Ascertainment of profit in business. 


8. The annual report and accounts as a 
source of information. 


9. The training of accountants. 

10. Valuation of unquoted shares. 

11. Verification of taxes. 

12. The auditor and the small business. 


13. The possible function of the public 
accountant within a framework ol 
international economic integration. 





Summer School 
This fall!®2 the Institute of Chart- 


118 Newark Evening News, January 21, 1956. 
119 See “Current Trends in Accounting” in The Accounting Forum, Vol. XXII, No. 2, 
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ered Accountants in England and 
Wales will hold its 10th Summer 
Course, at Christ Church, Oxford Uni- 
versity, England.1*8 

The subjects covered will be “Pro- 
fessional Ethics”; “Accounting as an 
Aid to Management”’; “Investments in 
Stocks and Shares.” 

160 chartered accountants are to 
participate in the course. Members of 
the Institute will pay a fee of £11, to 
include room and board at the college. 


Dickinson Lecture at Harvard 


“Present Day Public Accounting 
Practice” was the subject of the first 
of two talks at Harvard University by 
Donald P. Perry, CPA, last Spring. 
In this lecture Mr. Perry outlined the 
change that has taken place in the na- 
ture of public accounting practice in 
the last 50 years. 50 years ago most 
of the CPA’s work was made up of 
checking the accuracy of books of 
account. In addition there were oc- 
casional engagements designed at 
straightening out financial tangles 
attributable to poor records or ones 
which were fraudulent: “The auditor 
in those days was not unfairly looked 
upon primarily as a watch-dog against 
fraud or a detective charged with trac- 
ing facts from what may often have 
been inadequate clues.” 


But, the lecturer pointed out, a revo- 
lutionary change has occurred since 
then. The detailed accuracy of records 
is no longer considered the responsi- 
bility of the independent CPA: such 
work is no longer economical for busi- 
ness. Internal check and control, 
well as improvements in the technique 
of record-keeping, have brought about 
this development. Now business man- 
agement has the principal responsibil- 
ity for the detailed accuracy and the 
dependability of accounts. The public 
accountant “‘acts as an advisor” in this 
field. His foremost responsibility is 
“to pass upon the overall reasonable- 





ness of the representations made in the 
company’s summarized statements.” 


Mr. Perry considered two areas of 
public accounting practice, namely, the 
present-day approach to auditing and 
the other services which accountants 
render. Dealing with the auditing, he 
notes that these points, particularly, 
must be considered by the auditor so 
that his judgment as to the soundness 
and fairness of figures as well as the 
descriptive matter in the financial 
statements may be enhanced: 


1. The tightness of budgetary control 
affects the validity of overhead costs 
in inventory and of estimates of pro- 
jected plant expansion. Overemphasis 
on maintenance of budgeted standards 
might influence departments to defer 
expenses or omit accruals. 


to 


Credit policy and methods of aiding 
customers in financing must be under- 
stood in appraising receivables and the 
possibilities of returns, credit losses, or 
contingent liabilities. 


3. The soundness of the organizational 
structure and the controller’s place 
therein may be significant. If, as in 
cases rarely encountered, determination 
of product costs should be found to 
be the responsibility of the sales organi- 
zation rather than the accounting de- 
partment, the costing methods might be 
subject to special scrutiny. 


4. Similarly, if the sales organization be 
in a position to dominate credit policy, 
overemphasis on sales volume might 
result at the expense of conservative 
credit practice. 


5. The auditor’s approach to reviewing in- 
ventory valuations would be consid- 
erably affected by the concern’s busi- 
ness policies as to expansion, model 
changes, and new products. Also im- 
portant are the company’s policy as to 


production for stock vs. production 
for orders, whether it makes highly 
competitive products or specialties, 


whether it tends to speculate in raw 
materials, and its attitude toward dis- 
position of obsolete or slow-moving 
stock. 


6. Proper accounting treatment of re- 
search and development expenditures 
may depend on the aims of the com- 
pany’s research program, whether basic 
or applied, whether long-term or more 
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immediate and whether it is likely or 
not to eventuate in patents with de- 
terminate life. 

Again, policy regarding seasonal or 
long-term financing may affect the im- 
portance of items in the financial state- 


“I 


ments. 

8. The concern’s attitude regarding set- 
tlement of doubtful items in taxable 
income may affect appraisal of tax pro- 
visions, 


In the second Dickinson Lecture, 
Mr. Perry discussed “Education for 
Public Accounting Practice.” He re- 
viewed the current varied educational 
pattern ; pointed out that education for 
accounting ‘should reflect the broader 
aspects of public practice,” yet should 
“have ample room for liberal arts 
studies... .” In sum, the aim of educa- 
tion for accountancy should be ‘“devel- 
oping well-rounded professional men 
with appreciation of their position in 
society.” 


Accounting Abroad: 

The Netherlands 

A history of the growth and devel- 
opment of the accounting profession in 
the Netherlands is reported in a paper 
in The Accountant'** by J. Kraayen- 
hof, past president of the Netherlands 
Institute of Accountants. Titling his 
work “The Profession in the Nether- 
lands. Sixty Years of Growth and De- 
velopment,” Mr. Kraayenhof discusses 
the origins of the profession in his 
country ; the organization of the Neth- 
erlands Institute of Accountants ; exam- 
inations for admission to the Institute ; 
university education for accountancy ; 
the rules governing professional activi- 
ties; disciplinary control exercised by 
the Institute; statutory regulation; the 
work of the accountant; the science of 
auditing ; company management ; audit- 
ing; the future of the profession; in- 
ternational contacts; relations with 
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other professions; tax experts and 
organization experts; and, finally, he 
surveys the achievements of the Insti- 
tute. 

Our members will be interested to 
note that in the Netherlands “anyone 

. may call himself ‘an accountant’; 
neither title nor profession are pro- 
tected.”"!*5 The Netherlands Institute 
of Accountants has “since the day of 
its foundation . . . stated in its articles 
of association that it will endeavour to 
obtain statutory regulation of the pro- 
fession,’’!*6 


Travel 

‘rom time to time we have called to 
our readers’ attention the glamorous 
opportunities available to accountants 
who would like to travel to distant 
ports, and work in distant climes. A 
recent issue of The Accountant'*" re- 
ports some 20 openings for work 
abroad. These include jobs in West 
Africa, the middle East, Malaya, 
Madrid, Colombo, Nairobi, Australia, 
Northern Rhodesia, Kenya, Tangan- 
yika, South Africa, Peru, and Bula- 
wayo (in Southern Rhodesia). 

Many offer free passage, fringe 
benefits, pensions, allowances for de- 
pendents, clothing allowances, housing 
aid, transportation allowances for de- 
pendents, and similar incentives. 

If those temple bells attract you, 
here’s your chance! 


Gigantic Assignment 


The State Insurance Commission of 
the State of Texas enlisted 2,500 
Texas CPAs to examine the affairs of 
Texas Insurance companies to deter- 
mine which were “unsound, unsafe, 
and unworthy of public confidence.” 

The Commission conceived this pro- 
ject when a state judge “called for a 


124 Vol. CX XXIII, No. 4215, October 1, 1955, pp. 382-390. 


127 Vol. CX XXIII, No. 4223, November 26, 1956, pp. xxiv-xxv. 
128 The Certificate (publication of the District of Columbia Institute of CPAs), Vol. 


XII, No. 5, January, 1956, p. 3. 
244 


April 











th 
ac 
fu 
au 
mi 
Te 
as: 
su 


195 








Current Trends in Accounting—XII 


new grand jury to investigate what he 
called the ‘recent insurance debacle’, 
referring principally to the folding late 
in December of the United States 
Trust and Guaranty Company, an in- 
surance company.” 

A news item in The New York 
Times 1° noted that the recruiting of 
the 2,500 accountants “followed a se- 
ries of insurance company scandals, 
some of them within the last few days,” 
and stated further that “one concern 
collapsed, owing creditors an estimated 
$7,000,000.” 

The audits, states The Certificate, 
are “aimed” at some 1,400 insurance 
companies chartered in Texas and 
whose main offices are there, the com- 
panies standing the expense of the 
examinations. 

The Commission, it is reported by 
the publication, “promised prompt 
action against any company which re- 
fuses to make its records available for 
audit by the CPA’s.” A “liaison com- 
mittee,” made up of members of the 
Texas Society of CPAs, is to make 
assignments at the request of the In- 
surance Commission; the plan is to 


129 January 4, 1956. 


complete the examinations within a 
year. 
Literary Notes 

R. Robert writes on “The Account- 
ant in Literature” in Accountancy.!*° 

He guides the reader through a 
series of references to accountants in 
literary works. Sir Walter Scott’s 
famous letter to his brother outlining 
the characteristics of an accountant is 
cited. Reference also appears to 
Charles Lamb’s South Sea House; J. 
P. Marquand’s Point of No Return; 
James Yaffe’s Angry Uncle Dan; J. B. 
Priestley’s The Magician; H. P. Hart- 
ley’s The Perfect Woman; Clark 
Smith’s The Speaking Eye; and 
numerous others. 

Mr. Robert points out that while 
Charles Dickens passed accountants 
over in silence as not being “in any 
way romantic figures,” Dickens did 
have Mr. Micawber enunciate a basic 
principle of accountancy : 

Annual income twenty pounds, annual 
expenditure nineteen pounds, nineteen six, 
result happiness. Annual income twenty 
pounds, annual expenditure twenty pounds, 
ought and six, result misery-in short, you 
are forever floored. 


130 Vol. LXVI (Vol. 17 New Series), No. 747, November, 1955, pp. 416-418. 
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Completed Staff Work 


By THE LATE Bric. Gen. ARCHER L. Lercu, U.S.A. 


The end-product of a professional man’s knowledge and experience 


is so heavily influenced by his work habits that it seems very appro- 
priate that the message contained in the following article appear in our 


publication. 


While it will naturally have greater importance to those 


who are just starting the profession, those on more advanced levels will 
probably be interested too, particularly where the training of others is 
part of their responsibility. 


1. The doctrine of completed staff 
work is a doctrine of this office. 


2. Completed staff work is the study 
of a problem and presentation of a 
solution, by a staff officer, in such 
form that all that remains to be done 
on the part of the head of the staff 
division, or the commander, is to indi- 
cate his approval or disapproval of 
the completed action. The words com- 
pleted action are emphasized because 
the more difficult the problem is, the 
more the tendency is to present the 
problem to the chief in piecemeal 
fashion. It is your duty as a staff 
officer to work out the details. You 
should not consult your chief in the 
determination of those details, no mat- 
ter how perplexing they may be. You 
may and should consult other staff offi- 
cers. The product, whether it involves 
the pronouncement of a new policy or 
affects an established one, should, when 
presented to the chief for approval or 
disapproval, be worked out in finished 
form. 


3. The impulse which often comes 
to the inexperienced staff officer to 
ask the chief what to do, recurs more 
often when the problem is difficult. 





This article was written by the 
late BriGADIER GENERAL ARCHER 
L. Lercu, U.S.A., for The Army 
and Navy Journal (now the Army- 
Navy-Air Force Journal), and orig- 
inally appeared in the January 24, 
1942, issue of that publication. It 
is reprinted herein by permission. 
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It is accompanied by a feeling of men- 
tal frustration. It is so easy to ask 
the chief what to do, and it appears 
so easy for him to answer. Resist 
that impulse. You will succumb 
to it only if you do not know your 
job. It is your job to advise your 
chief what he ought to do, not to 
ask him what you ought to do. 
He needs answers, not questions. Your 
job is to study, write, restudy, and re- 
write until you have evolved a single 
proposed action—the best one of all 
you have considered. Your chief merely 
approves or disapproves. ' 


4. Do not worry your chief with 
long explanations and memoranda. 
Writing a memorandum to your chief 
does not constitute completed - staff 
work, but writing a memorandum for 
your chief to send to someone else 
does. Your views should be placed be- 
fore him in finished form so that he 
can make them his views simply by 
signing his name. In most instances, 
completed staff work results in a single 
document prepared for the signature 
of the chief, without accompanying 
comment. If the proper result is 
reached, the chief will usually recog- 
nize it at once. If he wants comment 
or explanation, he will ask for it. 


5. The theory of completed staff 
work does not preclude a rough draft 
but the rough draft must not be half- 
baked ideas. It must be complete in 
every respect except that it lacks the 
requisite number of copies and need 


(Continued on page 262) 


April 








cal 
Ea 
are 


que 
me: 
rea: 
mat 
to 1 
whi 
den 
une 


prac 
othe 
the 


for 
mate 
mate 
more 
draw 
turn 
accut 


_ 


* 
officia 
ing in 


195, 








Codification of Statements 
on Auditing Procedure 


The Board of Directors of the Society feels that the growing accept- 
ance by the profession throughout the country of the pronouncements 
of the Committee on Auditing Procedure of the American Institute of 
Accountants, makes it a matter of great importance that all members 
of the Society be fully informed with respect to them. Accordingly, 
it has been decided to publish, in serial form, in THE New York 
CERTIFIED PuBLIc ACCOUNTANT, the two principal Institute publica- 
tions in which they are set forth, namely, “Generally Accepted Audit- 
ing Standards, Their Significance and Scope”, and “Codification of 
Statements on Auditing Procedure’. The following reprint is the 
second in the series dealing with the “Codification”. 


APPENDIX 


I—CASE STUDIES IN INVENTORIES 


[page 33*] It should be recognized at the outset that no generalization 
can be made as to “procedures usually followed” in inventory observation. 
Each case is individual and is governed by circumstances. These case studies 
are illustrative, therefore, only for the particular conditions recited in each. 


I, Materials Stored in Piles (Scrap Iron, Iron Ore, etc.) 


Query: What can the independent auditor do to satisfy himself that 
quantities of materials stored in piles have been fairly determined where external 
measurement or survey of the piles may be inadequate for the following 
reasons: (1) the ground on which the pile rests may not be level; (2) the 
material may comprise both heavy and light metal, making it impracticable 
to use a common measure of weight per unit of volume; (3) the extent to 
which the pile has sunk into the ground may not be determinable; or (4) the 
density of the pile may not be uniform because a variety of shapes has caused 
uneven packing ? 


While physical tests of quantities by the independent auditor would not be 
practicable and reasonable in such circumstances, there may nevertheless be 
other factors which may guide him in either accepting or declining to accept 
the representations of his client. 


One such factor may be the client’s method of handling and accounting 
for the piles. A company, for instance, may operate more than one pile of 
material under an arrangement whereby no pile is increased by adding more 
material after withdrawals of materials have once started. In this way, one or 
more piles will continuously grow by receipts without any diminution by with- 
drawals, while a previously completed pile will be drawn upon. Every pile in 
turn will be completely liquidated, and a check can then be made upon the 
accuracy of the record of its content and usage. 


* This reference, and those which follow in the same form, are to the paging in the 
official edition of this publication. This will facilitate the use of the cross-references appear- 
ing in the original document. 
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Under such conditions the independent auditor would have available for 
his examination information showing adjustments which have been necessary 
in the past with respect to completely used piles. This will be valuable evidence 
bearing on the accuracy of the [page 34] records and on the credibility of the 
management’s representations based thereon. His further examination would 
include auditing tests and checks of the stock-pile records to the extent indicated 
by the internal control. 


On the other hand, a company may operate one or more piles, each of which 
may undergo concurrently additions and withdrawals. In such a situation the 
company’s procedure does not permit adequate periodic corroboration of stock- 
pile records, and this fact should be suitably disclosed if the amount is material 
and there is not adequate supporting evidence of some other character by means 
of which the independent auditor can satisfy himself. 


II. Inventories of Packaged Materials (Barrels, Boxes, or Bags) 
Stacked in Solid formation 


Query: What, if any, special procedures should an independent auditor 
adopt in the case of large quantities of packaged materials stacked in solid 
formation? 


Where packaged materials contained in barrels, boxes, or bags are stacked 
in a solid formation of considerable width and depth a condition is created 
which is conducive to fraud by means of a so-called “hollow square” within the 
allegedly solid formation. 


It should be borne in mind-that physical stock-taking is not the sole evi- 
dence on which the auditor bases his opinion. The physical stock-taking and the 
records are complementary and each is corroborative of the other. Where the 
records are defective or are not supported by adequate internal control, the 
physical inventory is the principal source of reliance. On the other hand, where 
the records and internal control are good and especially where staggered inven- 
tory checks are made, the physical inventory is primarily a check on the records. 
The possibility of fraud under such conditions is minimized. 


Such a situation is illustrated by the case of a sugar refinery which kept 
its raw sugar, in bags, in separate piles for each lot and had received into its 
bonded warehouse within two weeks of the inventory date a cargo of raw 
sugar. Here the independent auditor had the evidence of the stock records, the 
receiving records, the invoice, and other documents as to the quantities involved. 
He was also satisfied from his inquiries in the warehouse that the sugar had 
only recently been received and put in its present location. By means of this 
evidence and his own inspection he was able to satisfy himself without further 
precautions against a hollow square. 


[page 35] In other circumstances, where the amount of the inventory in- 
volved is material and where the corroborative evidence is not so strong, it may 
be the inescapable duty of the independent auditor to inspect the merchandise 
from above or to require the client to move enough of the goods in solid forma- 
tion, preferably before count, to preclude the possibility of the existence of a 
hollow square. This type of inventory situation emphasizes the need for plan- 
ning by the independent auditor with the client as far in advance of the inven- 
tory date as possible. 
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It is not feasible to set up uniform inventory procedure which will apply 
in all cases. The procedure must be determined by the exercise of judgment 
in the light of the circumstances of each case. 


III. Chain Stores 


Query: What audit procedures have been followed by independent auditors 
in their observation of the taking of physical inventories of: (a) grocery chain 
stores; (b) chain stores selling miscellaneous merchandise at prices from five 
cents to one dollar and generally known as variety chain stores? 


In considering the inventory problems which arise in examinations of the 
accounts of all types of chain stores, distinction must be made between chains 
with a relatively efficient system of internal control through head office organiza- 
tion and records or other means, and chains whose system of internal control 
is limited. The scope of the examination will depend to a considerable extent 
on this factor. 


In chain store organizations with a large number of stores or units, it is 
not practicable and reasonable for the independent auditor to observe inventory- 
taking at many lo¢ations. He must, therefore, adopt a plan through which he 
can satisfy himself as to the authenticity of the inventory records. 


Practically all the larger grocery chain store organizations maintain 
inventory controlling records at their head offices and have close control by 
dollar amounts of inventories at individual locations. The procedures out- 
lined below were adopted in an examination of the accounts of a grocery chain 
which operated over 800 stores served by a single central warehouse, and had 
an adequate system of internal check and control. It maintained control of 
the store inventories by the retail method, charging each store’s inventory 
account with the selling price of merchandise shipped to the store and crediting 
it with sales proceeds, price reductions, etc. In this instance the company 
employed inventory crews who at least [page 36] three times a year visited 
all the retail stores without previous notification to the store managers and 
inventoried the stocks at retail prices. The total amount of the inventory as 
reported by the inventory crews was compared at the head office with the 
store’s inventory account. If a large shortage or overage developed, further 
investigation was made. In addition, at the end of the fiscal year each store 
manager under the general supervision of a district manager took a physical 
inventory, also at retail prices. 

The independent auditors satisfied themselves as to the existence of the 
stores by noting evidence of the deposit of store sales, by reference to inventory 
crew reports on inventories taken, by review of tax records, or by other 
available means. . 


Having in mind the average store inventory of not more than $5,000, 
the reliability of the book-inventory records, and the continuous check made 
by inventory crews, the independent auditors did not consider it necessary to 
visit the retail stores to satisfy themselves further as to the authenticity of the 
records, but, for the sole purpose of observing inventory methods followed, they 
did visit a few of the stores during stock-taking. At the fiscal year-end they 
also observed the taking of the central warehouse inventory, which comprised 
a large percentage of the total inventory. 


Their examination at the head office included a test-check of store inventory 
accounts, particularly the controlling account, to determine that goods shipped 
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had been charged to the stores and that goods reported as sold and credited to 
the stores had been properly accounted for in cash or otherwise. 


On the basis of the operating methods followed and the evidence provided 
by the foregoing tests the independent auditors were satisfied as to the reliability 
of the inventory records. 


Inventory procedures followed in the examination of the accounts of a 
grocery chain operating about 200 stores were somewhat similar to those out- 
lined above. The average store of this chain had an inventory of about $2,000 
while the supermarkets had an inventory of from $10,000 to $15,000, with 
rapid turnover in both types of store. In this instance the head office records and 
control were good but the work of the inventory crews was not so well organized 
as in the case of the larger chain. It was therefore deemed advisable to visit 
ten representative stores during the course of the periodical inventory check 
made by inventory crews, or during the year-end stock-listing for the purpose 
of observing or reviewing the inventory procedures. 


Inventory procedures in variety chain stores generally differ [page 37] from 
those used by grocery chains for the principal reason that the inventories usually 
consist of a much larger variety of items and have a greater value. Frequently 
also variety chain stores do not follow the “retail method” of inventory control, 
and do not as a rule utilize the services of inventory crews to make checks 
throughout the year. Instead they usually rely in the main upon physical inven- 
tories taken at the year-end by the store manager, assisted by office, store, and 


stockroom employees. 


The procedures outlined below were those adopted in an examination of 
the accounts of a company operating about 200 variety stores. All store 
managers were notified to expect, after or during physical stock-listing, visits 
from head office representatives, and possibly also from the independent 
auditors. Head office representatives, or managers of other stores acting in 
their stead, visited all the stores and made test checks of quantities, prices, 
condition, etc., and mailed or delivered the inventory sheets to the head office. 
Store managers who visited other stores for the test check were not notified of 
the location of their assignments until the day of their departure. These measures 
were designed to provide internal control in the inventory-taking and protection 
against the possibility of collusion. 


The independent auditors visited certain of the stores- without previous 
notification to store managers as to the stores to be visited. In such instances, 
while cooperating with the company representatives who were assigned to the 
store to test-check the quantities and mail the inventory sheets, the independent 
auditors were primarily interested in observing the methods adopted by the 
company and satisfying themselves that the protective measures provided were 
carried out. In view of the careful organization necessitated by the larger 
number of stores, the protective methods and control exercised by the head 
office in the inventory-taking, and the primary purpose of the independent 
auditors’ attendance at the stores, visits to eight or ten of the stores were 
considered in this case to be sufficient. 


IV. Department Stores 


Query: What audit procedures have been followed by independent auditors 
with respect to observation of inventories of department stores? 
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Inventory-taking in the large department store differs from that in grocery 
chain and limited-price variety chain stores principally in [page 38] that the 
entire department store inventory is not customarily taken in a single day or 
even in several succeeding days. Ina store whose fiscal year ends on January 
31 it may be customary to inventory furniture, other heavy goods, and certain 
other merchandise immediately after Christmas, to inventory a number of other 
departments during January and to inventory the remaining departments, 
representing the bulk of merchandise, during the last week of January, but 
usually not on January 31. In addition to the merchandise on the sales floor 
which is inventoried at retail prices, there will be other merchandise inventoried 
at retail prices in the departmental reserve stock rooms in the store, as well 
as in one or more warehouses which may be at some distance from the store ; 
and there may also be advance purchases for coming seasons (usually in the 
warehouses) which have not been marked and will be inventoried at cost. In 
some stores the retail inventories of a number of departments handling expensive 
merchandise, such as furniture and furs, are supplemented by unit-control 
records; in such departments the pricing may be done from the unit control 
records rather than from the merchandise itself. 


In one large department store, before commencing his audit, the independent 
auditor agreed with the controller upon the plan of inventory-taking. The 
physical count, it was arranged, would be supervised and controlled by the 
controller rather than by the merchandise manager. Prior to inventory time, 
prenumbered sheets or tags were distributed to buyers in accordance with their 
requirements, based upon plans submitted showing prenumbered shelves, tables, 
and other fixtures. The physical count was made by teams of two employees; 
the one most familiar with the stock called and the other listed, the sheets being 
left in the fixtures until all listing was completed. When all stock had been 
listed a representative of the controller’s office made independent test counts 
of a portion of the inventory, selecting the items in a manner to insure the 
testing of a representative cross section of the entire stock on hand. The 
sheets were then gathered by the buyer or his assistant under the supervision 
of the representative of the controller’s office and were turned over to the 
controller for extension and footing. In large departments where the inventory 
was not taken in a single day, the stock in the reserve stock rooms and in the 
warehouses was inventoried as closely as possible to the day on which the floor 
stock was counted and precautions were taken to guard against a double listing 
by reason of the transfer of stock from reserve rooms or warehouses to the 
floor during the inventory process. 


[page 39] As a precaution against change in quantities, in departments 
for which the pricing was done from unit-control records, the sheets were 
under the supervision of the controller’s office while the prices were being 
inserted. Pricing of advance purchases was done in the controller’s office. 


On the days of inventory-taking the independent auditor had present a 
number of representatives (the number depending on the size of the store) 
to observe that the inventory methods agreed upon were complied with and that 
test counts were made by representatives of the controller’s office. The inde- 
pendent auditors did not make test counts themselves of any portion of the 
inventory, their work being limited to observing that the planned procedures 
outlined were followed. 


In another large department store the merchandise was listed by employees 
of each department on inventory sheets which were then placed with the 
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merchandise on the counter or in the bin, drawer, etc. Inspectors appointed 
from members of the store’s staff not connected with the handling or sale of 
merchandise made test checks by comparing the quantities shown on the 
inventory sheets with the quantities on the counter, in the bin, etc., noting that 
the season letter, retail price, etc., were correctly entered. 


The independent auditors visited each department of the store after the 
merchandise had been listed but before the inspectors had completed their 
test-check. Certain of the items tested were listed by the independent auditors 
for subsequent comparison with inventory sheets and with merchandise on 
the selling floor. After all tests were completed, the inventory sheets were 
“pulled” by the inspectors, care being taken to place them in the custody of 
designated persons not connected with the handling of merchandise until the 
total amount of the inventory, by season letters, of each department could be 
computed. In this particular examination the inventory sheets were sent to 
an outside independent calculating company for computation. The calculating 
company furnished the independent auditors with a certificate and a summary 
showing the total dollar value of the inventory by departments. : 


The dollar amounts of the items and dollar footing of each inventory 
sheet were not large. Further, it was found that adequate control could be 
exercised through comparison of overage and shrinkage figures and other data. 
Under these circumstances the independent auditors deemed it necessary to 
make only minor test checks of the extensions and footings of the individual 
inventory |page 40] sheets. The total inventory for each department, at retail 
value, as shown by the inventory summary, was compared with the related 
inventory controlling account. If a substantial unexplained difference was 
revealed the inventory of the department was retaken. 
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Conducted by BENJAMIN Harrow, C.P.A. 


Legislative News 


As of this writing’ dozens of tax 
bills are being considered by the Com- 
mittee on Ways and Means in the 
Assembly and by the Committee on 
Taxation in the Senate. A brief review 
of some of them follows: 


War Losses 

One bill provides that in determining 
net income, war losses, taxation of 
property recovered, and basis of prop- 
erty it shall be treated in substantially 
the same manner as they are under the 
applicable provisions of the United 
States Internal Revenue Code. It is 
unusual for the legislature to adopt a 
federal provisions so directly. 


Estate Tax—Interest and Discount 


Under the present law, a discount of 
5% is allowed on any estate tax paid 
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within six months from date of death 
of a decedent. A bill has been intro- 
duced to eliminate this provision. In 
addition, the bill would require the pay- 
ment of the tax within one year from 
the date of death instead of eighteen 
months, 


Accounting Period Varying from 
52 to 53 Weeks 


A bill has been introduced authoriz- 
ing the adoption of a fiscal period 
which may vary from 52 to 53 weeks. 
Such an accounting period must always 
end on the same day of the week. For 
purposes of this provision, a fiscal year 
which begins within seven days from 
the beginning of a calendar month shall 
be deemed to have begun on the first 
day of such month; and a fiscal year 
which ends within seven days from 
the end of any calendar month shall 
be deemed to have ended on the last 
day of such month. This provision is 
similar to Section 441(f{)(1) of the 
Internal Revenue Code of 1954 which, 
for the first time, sanctioned the use 
of the 52-53 week period as a proper 
fiscal accounting year. 


Retirement of Bonds, etc. as a 
Sale or Exchange 


Under present state law the retire- 
ment of bonds, debentures, notes or 
certificates of indebtedness is consid- 
ered a sale or exchange qualifying for 
capital-gain treatment, only if such 
securities are in coupon form or regis- 
tered. The latter condition is eliminated 
in a proposed bill, thus conforming the 
state law to the present federal rule. 
If such bonds were issued before Janu- 
ary 1, 1955, this provision would apply 
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only to those issued with interest cou- 
pons or in registered form or to those 
in such form on March 1, 1954. 


Basis Provisions 


A bill provides that property ac- 
quired from a decedent by reason of 
death regardless of the form of owner- 
ship, or other conditions, including 
property acquired through the exercise 
or nonexercise of a power of appoint- 
ment shall be deemed to be property 
acquired by bequest, devise or inheri- 
tance, if such property is required to 
be included in determining the value 
of a decedent’s gross estate. 

That means that all such property 
would take the value as of date of 
death as the basis for determining sub- 
sequent gain or loss. If such property 
was acquired before the death of the 
decedent, the basis would be the ap- 
praised value as of the date of death 
reduced by any deductions allowed in 
computing net income for depreciation, 
amortization and depletion before dece- 
dent’s death. This provision is not to 
apply to stock options which an em- 
ployee has not exercised at death, 
unless the options resulted in taxable 
income to the employee. 


Sale of Residence 


Under present law, any gain on the 
sale of an old residence is taxed only 
to the extent that the selling price 
exceeds the cost of a new one, provided 
the purchase of a new one occurs with- 
in a period of six months before the 
sale and six months after the sale. A 
proposed bill would compute the gain 
on the excess of the adjusted sales 
price of the old residence over the cost 
of purchasing a new one. This would 
conform the state law with the new 
federal rule. The meaning of adjusted 
sales price follows the provisions in 
Section 1034(b) of the Internal Reve- 
nue Code. Another bill would apply 
the non-recognition of any gain to the 
purchase of a new residence one year 
before the sale of the old residence or 
one year after such sale. 
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Employees’ Death Benefits 


One bill provides for the exclusion 
from gross income of employees’ death 
benefits. This follows the federal rule 


in Section 101(b). The exclusion 
covers accounts received by the bene- 
ficiaries or the estate of an employee 
if paid on his behalf by reason of the 
death of the employee. Like the federal 
rule, the exclusion is limited to $5,000. 


Interest Deduction 


A bill proposes to disallow interest 
on indebtedness incurred to purchase a 
single premium life insurance, endow- 
ment or annuity contract. A single 
premium contract is defined as one 
where all the premiums are paid within 
a four-year period. This is similar to 
the provisions of Section 264 of the 
Internal Revenue Code. 


Special Deduction for Physically 
Handicapped Individuals 


A bill proposes a special deduction 
of $600 for disabled individuals. A 
disabled person is defined as one who, 
by reason of a physical defect or in- 
firmity, is handicapped during the en- 
tire year to such an extent that he is 
faced with extreme limitations with 
respect to employment and social activi- 
ties. Another bill specifies the dis- 
abling diseases that are includible for 
the benefits of the deduction, such as 
paraplegia, poliomyelitis, cerebral palsy, 
amputation of a limb, disabling arthri- 
tis, muscular dystrophy. To qualify 
for the deduction, the taxpayer must be 
permanently limited in ability to use 
a limb or in traveling about on subway, 
bus or street car without hardship or 
danger. 


Deduction for Cost of 
College Training 


A bill proposes to allow a deduction 
of 50% of the tuition costs, not includ- 
ing lodging or board, paid by or 
on behalf of an individual for any part 
of college or university educational 
training or its equivalent. Another bill 
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New York State Tax Forum 


would allow such a deduction, but not 


in excess of $300. 
Charitable Contributions 


The present deduction for such con- 
tributions may not exceed 15% of net 
income. <A bill recently introduced 
would increase the limitation to 30%. 
Under the federal rule there is a gen- 
eral limitation of 20% of adjusted 
gross income, with an added 10% for 
contributions to churches, educational 
organizations and hospitals. 


Cooperative Housing Corporations 


This bill would allow a deduction 
for taxes and interest paid by tenant- 
stockholders in cooperative housing 
corporations as well as cooperative 
apartment corporations. Such deduc- 
tions in cooperative apartment corpora- 
tions are presently provided for in the 
income tax law. 


Value of Meals or Lodging 


One bill would exclude from gross 
income the value of. meals or lodging 
furnished to an employee, provided the 
meals are furnished on the business 
premises, and in the case of lodging 
the employee is required to accept such 
lodging on the premises as a condition 
of his employment. This bill follows 
almost verbatim a similar provision in 
Section 119 of the Internal Revenue 
Code. 


Multiple Support of Dependents 
This bill adopts the provisions of 
Section 152(c) of the Internal Revenue 
Code. It allows a credit for a de- 
pendent in situations where several 
persons contribute to the support of 
the dependent. The same conditions 
as in the federal rule are provided. No 
person contributes over half of such 
support. The taxpayer contributes over 
10% of such support. Each person 
(other than the taxpayer) who con- 
tributes over 10% must file a written 
declaration that he will not claim such 
individual as a dependent for any tax- 
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able year beginning in such calendar 
year. 


Soil or Water Conservation 


One bill would allow a deduction to 
farmers for expenditures made for the 
purpose of soil or water conservation. 
This is similar to Section 175 of the 
Internal Revenue Code, and also con- 
tains the limitation of 25% of gross 
income derived from farming during 
the year. 


Deduction for Life Insurance 
Premiums 


The present law allows a deduction 
of $150 for premiums paid on life 
insurance or endowment policies on 
the life of a taxpayer. A bill has been 
introduced to allow an additional $150 
for premiums paid on the life of the 
dependent spouse of the taxpayer. 


Separate Maintenance Payments 


Under Section 71 of the 1954 Code 
the payments made to a wife legally 
separated from her husband are in- 
cluded in her gross income. Prior to 
the Internal Revenue Code of 1954 
only payments under a decree of 
divorce were so includible. A_ bill 
recently introduced would add separa- 
tion agreements to the state law, but 
only those executed after July 1, 1956. 


Payments into a Retirement System 


A bill has been introduced allowing 
a deduction for contributions paid into 
any retirement system maintained and 
operated by the State of New York or 
any of its political subdivisions, in 
an amount not to exceed $250. 


Definition of Head of Family 


Under the Internal Revenue Code an 
individual may be considered a head 
of a household if he maintains a sep- 
arate home which is the principal place 
of abode of his father or mother, pro- 
vided he is entitled to a deduction for 
the father or mother as a dependent. 
A bill has been introduced allowing 


(Continued on page 257) 
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Conducted by Louis H. Rappaport, C.P.A. 


Earned Surplus after a Quasi-Reorganization 


In accounting, the term “quasi-reor- 
ganization” means the procedure in 
the course of which a corporation, with- 
out creating a new corporate entity and 
without resorting to formal court pro- 
ceedings, is enabled to eliminate a 
deficit in earned surplus, and to estab- 
lish a new earned surplus account for 
the accumulation of earnings subse- 
quent to the effective date of the quasi- 
reorganization. (The SEC’s views 
regarding quasi-reorganizations are 
stated in Accounting Series Releases 
Nos. 15 (1940), 16 (1940), and 25 
(1941).) 

A quasi-reorganization is not con- 
sidered by the SEC to have been effect- 
ed unless all of the following conditions 
exist: 

1. Earned surplus as of the date selected 

is exhausted. 

2. Upon consummation of the quasi-re- 
organization no deficit exists in any 
surplus account. 

3. The entire procedure is made known 
to all persons entitled to vote on mat- 
ters of general corporate policy, and the 
appropriate consents to the particular 
transactions are obtained in advance 
in accordance with law and charter 
provisions. 

4. The procedure accomplishes with re- 
spect to the accounts substantially what 
might be accomplished in a reorgani- 
zation by legal proceedings—namely, 
the restatement of assets in terms of 
present conditions as well as appro- 
priate modifications of capital and 
capital surplus, in order to obviate so 
far as possible the necessity of future 
reorganizations of like nature. 


Reductions in the carrying value of 
assets at the effective date may not be 
made beyond a point which gives ap- 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 
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propriate recognition to conditions 
which appear to have resulted in rela- 
tively permanent reductions in asset 
values. A procedure of this kind should 
not be employed recurrently but only 
under circumstances which would jus- 
tify an actual reorganization or forma- 
tion of a new company. Full disclosure 
of the quasi-reorganization should be 
made in the financial statements for the 
fiscal year involved, and all subsequent 
statements of surplus should designate 
the point of time from which the new 
earned surplus dates. 

The question arises ultimately : how 
long must the “dating” of subsequent 
earned surplus be disclosed? There 
comes a time when the fact of a dated 
earned surplus account has little, if any, 
significance. In the case, for example, 
of a company which wrote off a deficit 
of $1,000,000 in 1932, and since that 
date has accumulated $25,000,000 of 
earned surplus, the fact that earned 
surplus is “since 1932” is a matter of 
no importance. 

In financial statements prepared for 
management or for inclusion in reports 
to stockholders, some public account- 
ants have continued to disclose the 
dating until, in their opinion, that fact 
has lost its significance. Thereafter 
the earned surplus account is described 
as just that—earned surplus, with no 
additional language to indicate the 
point of time from which it accumu- 
lates. 

The Research Department of the 
AIA studied this question in connection 
with its continuing survey of published 
financial statements of 600 corpora- 
tions. The results of that study are 
interesting in that they reveal how the 
dating disclosure is eliminated from 
published statements with the passage 
of time. The following table shows the 
results of the AIA study: 
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Date from Which 
Earnings Accumulated 
1925-1927 
1928-1930 
1931-1933 
1934-1936 
1937-1939 
1940-1942 
1943-1945 
1946-1948 
1949-195] 
1952-1954 


The table discloses that in 1951, for 
example, there were 14 companies 
which indicated that their earned sur- 
plus accounts represented accumula- 
tions since 1931-1933. In 1952, the 
number of such companies was reduced 
to 10, in 1953 to 7, and in 1954 to 6. 
In their filings with SEC, however, all 
companies were required indefinitely to 
date their earned surplus accounts. 

In February, 1956, the AIA Com- 
mittee on Accounting Procedure issued 
Accounting Research Bulletin No. 46 
in which it stated that the dating of 
earned surplus following a quasi-reor- 
ganization would rarely, if ever, be of 
significance after a period of ten years. 
(The bulletin appears on page 264 of 


Number of Cases 


1954 1953 1952 1951 
‘eenuea 1 1 1 1 
reer 1 1 1 1 
‘chases 6 7 10 14 
ioe” 12 16 17 21 
‘eins 14 14 16 17 
aoe 7 7 7 9 
wre + 5 6 6 
ieee 1 2 é 2 
ere ] 1 1 1 
5 Roe ] 1 1 1 
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this issue.) The Committee further 
stated that there may be exceptional 
circumstances in which the discontinu- 
ance of the dating of earned surplus 
could be justified at the conclusion of 
a period less than ten years. We 
understand that the views expressed 
in that bulletin are, in general, shared 
by the SEC, although the Commission 
reserves the right to consider other 
periods of time as appropriate with 
respect to discontinuance of dating of 
surplus in the light of specific circum- 
stances. We do not view the SEC’s 
position as constituting a qualified as- 
sent of the AIA bulletin, since the 
bulletin itself seems to deal with ordi- 
nary cases in which the dating disclo- 
sure has no significance. 
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New York State Tax Forum 


(Continued from page 255) 


similar for a head of a 


family. 


treatment 


Disability Benefit Payments 


A bill has been introduced to exempt 
from taxes amounts received under the 
disability benefits law, as benefits at- 
tributable to personal injuries or sick- 
ness not arising out of and in the 
course of employment. 
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Reporting in Dollar Amounts 


A bill has been introduced permitting 
a taxpayer to disregard fractional parts 
of a dollar in making computations on 
the tax return. This is similar to Sec- 
tion 6102 of the Internal Revenue 
Code. Like the federal rule, if the 
fractional part is one-half dollar or 
more, the computation must be in- 
creased by $1. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 

















Conducted by Max Brock, C.P.A. 


Preparation of Forms for Clients 


Because of the increased vigilance of 
of income tax examiners as to expendi- 
tures for travel and entertainment ex- 
penses, accountants can render a 
notable service to clients by drafting 
special forms for these expenses. The 
ease of filling out a form will encour- 
age its use, thereby insuring more 
complete records than are usually ob- 
tainable otherwise. Moreover, the form 
will be a more adequate record because 
it can provide for all data that are re- 
quired by examiners. 

A specimen of an “Entertainment 
and Promotion Voucher” which was 
designed by a California C.P.A. firm 
(Klubok & Andelson) for its clients is 
here reproduced as a guide to what can 
be done. The forms should, of course, 
be designed to fit the individual com- 
pany’s or person’s needs and can be 
put up in pad or loose form. Inci- 
dentally, the accountant is a benefici- 
ary too, because audits and tax 





Max Biock, C.P.A. (N. Y., Pa.) 
is a former chairman of the 
Committee on Administration of 
Accountants’ Practice of the New 
York State Society of Certified 
Public Accountants. He is a lecturer 
at The City College of New York 
in the graduate course on Account- 
ing Practice. Mr. Block is a mem- 
ber of the firm of Anchin, Block & 
Anchin. 














examinations of these expenses 

should be easier where good forms 

are in use. 

Clearing Up the “Tax Skeleton 
in the Closet” 


Do you have any clients who have 
“tax skeletons in their  closets’— 
companies that are filing tax returns 
on a cash basis, though they have in- 
ventories and/or their records are on 
an accrual basis? If you are inter- 
ested to learn how one such case was 
handled, read “How We Shifted a 
Company Improperly on the Cash 
Basis—An Unfinished Story” in the 
February, 1956, issue of the Journal 
of Taxation. The author is George F. 
Shannon, C.P.A. 





Business Interruption Insurance 
for Accountants 


A recent ruling by the Commis- 
sioner of Internal Revenue (55-264) 
holds that premiums paid by an ac- 
countant for insurance that covers 
overhead expenses during periods of 
disability is tax deductible. At pres- 
ent, our Society has in effect a group 
disability plan which provides some 
relief, in the form of a weekly allow- 
ance and the payment of all or part 
of certain medical costs. Where such 


coverage may be inadequate, or where 
one prefers to tie it in with overhead 
expenses, supplementary insurance 1s 
available. 


April 











ril 





Office and Staff Management 





ENTERTAINMENT and PROMOTION VOUCHER 


CHECK PROPER COLUMN 





i Busi- 
ness 
Welfare 


Prospective 
Cu stomer 


Present 
Cust. 


NAMES OF PERSONS 
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DATE OF 
EXPENDITURE 





SUMMARY OF EXPENDITURES: (drinks, food, service, tips, catering, 
description of gift, other items) 
Dollars Cents 























TOTAL 











Approved by 


Signature of Person Making Expenditure 
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Payroll Tax Notes 








Conducted by SAMUEL S. Ress 


Withholding Tax Regulations on 

Sick Pay 

Final regulations have been issued 
by the Internal Revenue Service cov- 
ering the withholding by employers 
from payments which are excludable 
by an employee under section 105(d) 
of the 1954 Internal Revenue Code, 
after December 31st, 1955. 

Under section 105(d), an employee 
is entitled to exclude from his gross 
income certain amounts that he re- 
ceives while absent from work on 
account of personal injuries or sick- 
ness. The exclusion covers amounts 
received directly from his employer or 
from accident and health insurance 
contributions provided by his employ- 
er’s contributions. Amounts so_re- 
ceived up to $100 a week may be ex- 
cluded by the employee if: 


1. He is absent on account of 
personal injuries. 

2. He is absent on account of 
sickness and he is hospitalized at 
least one day during the period he 
is sick. 

3. He is absent because of illness 
but he is not hospitalized; in that 
event, payments covering the first 





SAMUEL S. Ress, an Associate 
Member of our Society since 1936, 
is a member of the New York and 
Massachusetts Bar. He has special- 
ized in the payroll tax field since 
the inception of this type of legis- 
lation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on New York 
State Taxation and Chairman of 
the Sub-Committee on Unemploy- 
ment Insurance. 











260 





seven calendar days are not subject 
to the exclusion. 


Under an accident and sickness plan 
to which the employee contributes, the 
benefits payable as a result of his per- 
sonal contributions are  excludable 
from income under section 104 of the 
Code and are not included in deter- 
mining the $100 a week exclusion. 

The answers to the questions that 
have arisen as to whether the em- 
ployer should deduct withholding tax 
from such payments, and the records 
that an employer must maintain in this 
connection, are answered in Regula- 
tions 31.3401 (a) (1) (b) (8) (ii), 
relating to definition of Wages, and 
Regulations 31.6001-5(a) (12), relat- 
ing to Records, Statements and Special 
Returns, and Regulations 31.6051-1 
(a) (1) (111), entitled Receipts for 
Kmployees. 


Withholding Is Optional 
With the Employer 


The question as to whether the em- 
ployer withholds on payments made 
directly by him is left up to the em- 
ployer. If the employer does not with- 
hold he must maintain a record of the 
following data: 

1. Records showing the amount 
of each such payment and the ex- 
cludable portion thereof, and data 
substantiating the employee’s right to 
the exclusion. 

2. Payments made directly by the 
employer or, at the employer's op- 
tion, direct payments plus payments 
made by an insurance company 
based on the employer’s contribu- 
tions. 

3. The beginning and ending 
dates of each period of absence from 
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Payroll Tax Notes 


work for which any such payment 
was made, regardless of withhold- 
ing. 

4. Sufficient information to estab- 
lish the amount and weekly rate of 
each such payment. 


The data substantiating the payments 
may be either in the form of a written 
statement from the employee, or any 
other information which the employer 
reasonably believes establishes the em- 
ployee’s entitlement to the exclusion 
from withholding. Employers are not 
required to ascertain the accuracy of 
the information contained in written 
statements submitted by employees to 
save the withholding tax. 

The following information should 
be provided: 

1. Was the absence from work 
during the period for which pay- 
ment was made due to personal in- 
jury or sickness? 

2. If it was on account of sick- 
ness, was the employee hospitalized 
at least one day during the period 
he was absent. 

An eligible employee can be given a 
card to be filled out and returned to 
the employer containing the required 
information for each absence due to 
personal injury or illness. 

If the employer makes no direct 
payments and the employee receives 
benefits under an accident or sickness 
policy, neither the employer nor’ the 
insurance company withholds on such 
payments. No reports are called for 
where the payments are made by an 
insurance company under an accident 
and sickness plan. 

Workmen’s compensation — benefits 
are not subject to withholding nor tax- 
able to the recipient regardless of 
amount of benefit. 


Form W-2 Information Under a 
Wage-Continuation Sick-Benefit 
Plan 
The total amount of wages must in- 

clude all payments made directly by 
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the employer under a wage-continua- 
tion plan without regard to whether 
tax has been withheld on such pay- 
ments. Wage-continuation payments do 
not have to be shown separately. No 
report has to be made by the employer 
on the W-2 form showing amounts 
received by an employee based on the 
employer’s contribution. 

It is important to note that these 
regulations cover all payments made in 
1956, and if the employer has omitted 
to comply with them because of lack 
of information heretofore, steps should 
be taken by the accountant to bring 
him into compliance at the present 
time. 


Proposed Regulations Covering Ex- 
empt Employees’ Trust Under IRC 
—Sections 503 and 511-514 


Proposed regulations have been is- 
sued by the Internal Revenue Service 
covering provisions under the Internal 
Revenue Code of 1954 under which an 
employees’ trust may lose its tax ex- 
emption on all income if it engages in 
prohibited transactions. These are 
transactions which inure to the private 
advantage of the creator of the trust, 
any substantial contributor to the trust, 
or a corporation controlled by such 
creator or substantial contributor. 

The employees’ trust, otherwise ex- 
empt, must pay a tax on unrelated 
business income which includes income 
from business leases for a term of 
more than five years if the trust in- 
curs an indebtedness on acquisition of 
the property leased. The unrelated 
business income refers to income from 
a trade or business which is regularly 
carried on by a trust which is not 
related to the purpose or function con- 
stituting the basis for tax exemption. 


Pension, Profit - Sharing, and Em- 
ployee - Benefit Funds Exceed 7 
Billions 
The New York State Banking De- 

partment reports that banks and trust 

companies located in New York State 
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held and administered approximately 
$7,500,000,000 in pension, profit-shar- 
ing and employee-benefit fund assets 
as of September 30, 1955. 

These figures highlight the signifi- 
cance of the growth in employee plans 
for “Wages with a fringe on top”, over 
and above the State and federal unem- 
ployment and social security programs, 
all of which represent a great portion 
of the cost of producing a product or 
rendering a service. Much can be done 
by the practitioner to reduce and to 
control these hidden costs of doing 
business today. The payroll tax de- 
partments should be alerted to the 
many ways and means provided by 
law for controlling and reducing sub- 
stantially these charges. 


New Handy Reference Guide to the 
Fair Labor Standards Act Issued 


The U. S. Department of Labor has 
just issued a new Handy Reference 
Guide to the Fair Labor Standards 
Act (Federal Wage-Hour Law) con- 
taining the most recent amendments to 
the law. Copies may be obtained by 
members of the Society by writing to: 


United States Department of Labor 

Wage and Hour and Public Contracts 
Division 

Washington 25, D.C. 


or to: 


Samuel S. Ress, Payroll Tax Notes Editor 
New York Certified Public Accountant 
2488 Grand Concourse, Room 204A, 

New York 58, N. Y. 
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Completed Staff Work 


(Continued from page 246) 


not be neat. But a rough draft must 
not be used as an excuse for shifting 
to the chief the burden of formulating 
the action. 

6. The completed-staff-work theory 
may result in more work for the staff 
officer, but it results in more freedom 
for the chief. This is as it should be. 
l‘urther, it accomplishes two things : 

(a) The chief is protected from half- 

baked ideas, voluminous memo- 
randa and immature oral pre- 
sentments. 
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(b) The staff officer who has a real 
idea to sell is enabled more 
readily to find a market. 


7. When you have finished our com- 
pleted staff work the final test is this: 
If you were the chief would you be 
willing to sign the paper you have 
prepared, and stake your professional 
reputation on its being right? 


If the answer is in the negative, take 
it back and work it over because it 1s 
not yet completed staff work. 
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To the Editor of The New York Certified Public Accountant: 


| was interested to read the article in the November issue of The New 
York Certified Public Accountant, by Mr. Bressler, discussing the “book 
value” problem raised by Aron vy. Gillman (309 N. Y. 157). Any use of the 
term “book value” in a contract is bound to raise questions although possibly 
not as many as some other valuation basis such as “fair market value’ might 
raise. 


| think the ultimate solution to the problem and one which accountants 
might well recommend to counsel for their clients is the elimination of “book 
value” and the substitution of a valuation agreed to in advance by the parties 
involved. It is my practice, in contracts drawn by me, to use a formula 
resulting in a calculation of valuation which can be made by anyone. 


What I provide is that the net worth of the firm shall be the amount shown 
as such in the last balance sheet of the firm, a copy of which shall be signed 
by each of the partners, adjusted by an amount equal to that proportion of the 
profits or losses shown in a statement agreed to and similarly signed by each 
of the partners which the period of time since the date of such balance sheet 
bears to the period covered by the statement of profit and losses and further 
adjusted, where appropriate, for drawings, dividends and the like. Each balance 
sheet and statement of profits and losses continues in effect until the next one 
has been signed, or until an arbitration proceeding has been begun to fix the 
values to be shown in such a statement. 


The net result of my proposal is that values are set by the parties before 
any question of sale arises. Thus the parties themselves at the time of the sale 
(or some of the parties and the widow of one or more of them) have nothing 
to discuss. All that need be done is to apply the formula to figures which have 
been previously agreed upon. If there is a dispute, it can be settled while they 
are still friends and no problem will arise. 


| have used this type of provision in many cases in which the sale and 
purchase of stock or interest in a business is involved and have never had any 
repercussions. 


Sincerely, 


RALPH G. LEDLEY 
February 29, 1956. 
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Official Decisions and Releases 





ACCOUNTING RESEARCH February, 1956 No. 46 
BULLETINS 


Issued by the Discontinuance of 


Committee on Accounting Procedure, -7— - : 
American Institute of Accountants, Dating Earned Surplus 
270 Madison Avenue, New York 16, N.Y. 


Copyright 1956 by American Institute of Accountants 


1. Paragraph 10 of Chapter 7(a), Quasi-Reorganization or Corporate 
Readjustment, of Accounting Research Bulletin No. 43, Restatement and Re- 
vision of Accounting Research Bulletins, reads as follows: 


After such a readjustment earned surplus previously accumu- 
lated cannot properly be carried forward under that title. 
A new earned surplus account should be established, dated 
to show that it runs from the effective date of the readjust- 
ment, and this dating should be disclosed in financial state- 
ments until such time as the effective date is no longer deemed 
to possess any special significance. 


2. The committee believes that the dating of earned surplus following a 


quasi-reorganization would rarely, if ever, be of significance after a period of 
ten years. It also believes that there may be exceptional circumstances in which 
the discontinuance of the dating of earned surplus could be justified at the 
conclusion of a period less than ten years. 

The statement entitled “Discontinuance of Dating Earned 

Surplus” was adopted by the assenting votes of twenty mem- 

bers of the committee. One member, Mr. Keating, did not 

vote. 


NOTES 


(See Introduction to Accounting Research Bulletin No. 43.) 


1. Accounting Research Bulletins represent the considered opinion of at 
least two-thirds of the members of the committee on accounting procedure, 
reached on a formal vote after examination of the subject matter by the com- 
mittee and the research department. Except in cases in which formal adoption 
by the Institute membership has been asked and secured, the authority of the 
bulletins rests upon the general acceptability of opinions so reached. 


2. Opinions of the committee are not intended to be retroactive unless they 
contain a statement of such intention. They should not be considered applicable 
to the accounting for transactions arising prior to the publication of the opinions. | 
However, the committee does not wish to discourage the revision of past accounts 
in an individual case if the accountant thinks it desirable in the circumstances. 
Opinions of the committee should be considered as applicable only to items 
which are material and significant in the relative circumstances. 


3. It is recognized also that any general rules may be subject to exception; 
it is felt, however, that the burden of justifying departure from accepted pro- 
cedures must be assumed by those who adopt other treatment. Except where 
there is a specific statement of a different intent by the committee, its opinions 
and recommendations are directed primarily to business enterprises organized 


for profit. 
wal ee [ave] 








